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TUESDAY, FEBRUARY 7, 1950. 


MORNING SESSION 


HAZEN HANSARD, K.C., RECALLED 


THE WITNESS: May it please the Commission. 
Last night I was reading the Caneda Steamship Lines 
Brief and I had got to the top of Page 5. To continue:- 
iv AN EXCEPTIONAL RATE MAKING WEAPON 
It is clear from the nature of agreed charges 

themselves that their introduction into the Transport 
Act, as Part V thereof, was made by way of exception to 
the general rules of rate making above noted. The Privy 
Council recognized this in the C.N.R. vs. C.S.L. case 
(supra) where Lord MacMillan said at Page 214:- 

"The exhortation in s. 3, sub-s. 2, applies to all 

the board's functions, including that of approving 

agreed charges. The opening words of s. 35, sub-s. 

1, are intended only to indicate that sgreed 

charges may be sanctioned notwithstanding the 

general provisions as to the universality of charges." 
This exceptional wespon was intended to afford carriers 
subject to control special means with which to meet the 
competition of other carriers not so subject. It was 
never intended to enable regulated carriers further to 


compete inter se. Because sgreed charges, if employed 


—_ 


without restriction, could very rapidly have brought sbout 
a complete disruption of the rate structure, effectively 
destroyed all semblance of rate control and in fact 
defeated the very purpose for which the Transport Act was 
passed, Parliament laid down a number of safeguards, the 
principel of which are ss follows:- 

(9) Approval of the Transport Board as the 


regulating authority wes required; 
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Strict rules es to prior publication and 
notice to other interested parties coupled 
with the right to oppose approval were laid 
down; 

Interested parties were given a right to 
provoke 2 re-hesring on the question of 
approval after one year; 

The two Railway Companies, indeed all rail 
carriers, where competing, were required 
to join in making any agreed charge; 

The Board was directed to have regard, in 
considering the question of approval, to 
the effect of the proposed agreed charge 
on the net revenue of the carrier making 
it and on the business of any shipper ob- 
jecting to the approval; 

The Board was directed "to have regard to 
all considerations which appesr to it to 
be relevant", which wes held by the Privy 
Council~in the O.N.n.~. VSe.Croul, case 
(supra) to include the effect of the pro- 
posed agreed charge on the business of a 
competing cerrier; 

It was laid down that the rate fixed by 
the agreed charge must be expressed in 
cents per hundred pounds so that it could 
be related to normal tariffs; 

The right was given to any competing shipper 
to apply to the Board to have the same rate 
fixed for his business; 

A general right of review in the nationel 


interest on complaint to the Minister "by 
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a representative body of carriers" was 

provided for. 
All of the foregoing safeguards save the last are included 
in Section 35 of the Transport Act. The amendment to 
Section 35 now suggested by the Canadian National Railweys 
in its Submission herein (Pages 171 to 181 inclusive) 


would do away with all but the last two of such safeguards. 
V. EFFECT OF CNR'S PROPOSED AMENDMENT TO SECTION 35. 


If the amendment suggested by the Canadian Nat- 
ional Railways in its Submission were adopted, this would 
permit any regulated carrier to employ the agreed charge, 
indiscriminately 3nd without control, for the purpose of 
capturing business fromits competitors, thus completely 
disrupting the established rate structure. It could and 
in 911 likelihood would provoke a ruinous rate war between 
the Railways themselves, with the agreed charge as the 
weapon. Moreover, it could end would place the water 
carriers in an impossible position since, as pointed out 
below, the agreed charge is not available to them in 
practice, although ostensibly available in theory. Un- 
restricted use of the agreed charge would enable a carrier 
to quote entirely unremunersative rates solely for the 
purpose of driving its competitors out of business which 
they might otherwise enjoy or at least hope to compete 
for on equal terms. It is significant that the one carrier 
which is least concerned with producing net revenues, 
namely, the Government financed Canadian National Railways, 
is the promoter of this proposed amendment. It is also 
highly significant that the privately owned and operated 
Canadian Pacific Railway, in its Submission, far from 
advocating any such amendment of Section 35, contents 


itself with a general recital of the operation of the 
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existing provisions regarding agreed charges and sums 
up the matter in these words (Page 88):- 

"These regulations unquestionably serve to pro- 

tect fully the interests of the shippers and of 

competing carriers. The fullest publicity is 

given, well in advance, of any proposed agreed 

charge, end there is every opportunity for all 

shippers to make sure that no undue preference 

or unjust discrimination will result." 

Vii THE POSITION OF COMPETING SHIPPERS UNDER THE 
PR@POSED C.N.R. AMENDMENT. 

The retention, by the proposed C.N.R. amendment, 
of the right of 3 competing shipper to seek participation 
in the benefit of an agreed charge is not as generous 
es it might at first appear when the following points 
are borne in mind:- 

(es) With no approval required and only such notice 
as is prescribed for competitive tariffs, the agreed charge 
would come to the attention of competing shippers mly as 
an operative fait accompli. 

(bo) Removal of the requirement that the rate fixed 
by the agreed charge must be expressed in cents per hundred 
pounds and no requirement as to how the consideration be ex- 
pressed could make it impossible for any competing shipper 
(not to mention carrier) to determine what the effect 


thereof would be on its business. 


Vil. THE DUTY OF THE BOARD TO CO-ORDINATE AND 
HARMONIZE THE OPERATIONS OF ALL CARRIERS 


It is obvious that the unrestricted use of the 
agreed charge, such as is contemplated by the proposed 


Cansdisn Nsetional amendment, would render the task of the 
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Transport Board an impossible one. To provide on the 

one hand for regulation and control of rates chargeable 
by the several transportation media and on the other hand 
to permit any one carrier to make agreements at will de- 
rogeting from the rates, terms and conditions established 
by such regulation and control, would be absurd. 

THE CHAIRMAN: In that statement you have made 
there you talk of derogation from the rates but these 
agreed charges sre all derogations downwards? 

THE WITNESS: That is so. 

THE CHAIRMAN: They cannot exceed rates? 

THE WITNESS: In the nature of things, Mr. Chief 
Commissioner, I do not see how they would exceed them 
because obviously when you are endeavouring to buy some- 
body's business with a special agreement, you are going to 


offer him better terms. 
Vil: THE POSITION OF THE WATER CARRIERS 


Canada Steamship Lines Limited and other inland 
water carriers engaged in the package freight business in 
direct competition with the Rzilways on the one hand and 
the trucks on the other, have since 1938 been subject to 
the same regulation and control and subjected to the same 
unregulated truck competition as the Railways. From the 
point of view of the water carriers, the most important of 
all safeguards provided in Section 35 of the Transport Act 
as it now stands is that by which the Board, as found by 
the Privy Council, may have regard to the effect of any 
proposed agreed charge on their business as competing 
carriers. The reason for this is often overlooked. 

The fact of the matter is that the water carriers sre not 
on the same footing as the rail carriers and other regulsted 


and unregulated carriers in two fundamental respects:- 
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(a) From the economic point of view, while water 
transportation is cheaper, it is necessarily much slower 
and less far reaching than rail transportation or that 
of the other media. Were it not for the fact that the 
water carriers can operate at lower rates than the Railways 
and other media, practically no traffic would in the 
nature of things move by water. Arising out of this, it 
is and has always been accepted both before and since 
regulation of water rates, that those rates, while bearing 
a definite relationship to rail rates on like commodities 
between competing points, shall be lower than such rail 
rates by a differential reflecting on the me hand the 
advantages to the shipper of speedy rail transportation and 
on the other hand the lesser cost to the shipper of the 
Slower and more restricted water transportation; 

(b) Above all however, there exists a climatic 
condition in this country which places water transportation 
at a distinct and peculiar disadvantage qua all other 
forms of transportation. This srises from the fact that 
the water carriers sre and can be in operation only during 
the navigation season, i.e., for some six or seven months 
a year, while the rail carriers in particular, and indeed 
all other forms of transportation, operate the year round, 

It is of course of the essence of the agreed 
charge that it will be made for a considerable period and 
certainly for 3 minimum of one year. The statute itself 
contemplates this minimum, since it provides for an 
application for review after an agreed charge has been 
in effect for a year. In the circumstances therefore it 
is a very simple matter for carriers such as the Reilways 
to buy the favour of individual shippers by offering them 
8n all year round and possibly unremunerative rate in 


return for the exclusive right to handle their business. 
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This kind of competition, if carried on extensively, as it 
doubtless would be in the absence of existing controls, 
could only result in forcing the established water carriers 
to the wall. It is no answer to the water carriers to 

say to them, "You can go out and make your own agreed 
charges." The fact is that they can only offer service 
during the navigation season and consequently cannot 
contract to carry all the business of any shipper because 
that shipper must use the rails and/or the trucks during 


the wintertime. 
Lit THE C.N.R. SUBMISSION 


In the C.N.R. Brief it is implied that, prior to 
the advent of truck competition, the Railways had a monopoly 
on the transport of freight in Canada. This is not the 
case. Water transport was the first in the field and has 
been competitive from the outset. Road transport came second 
and the Railways third. It is true that the Railways 
enjoyed e monopoly in those areas in which they alone 
served, i.e., in all sreas where waterways were not 
available. It may also be true that that monopoly has 
been cut into by the extension of the highway system and 
the advent of trucks. It has however in no way been 
affected by water competition since the waterways, of course, 
have not been extended. Possibly the very generous fran- 
chises given the Railways, as well as the heavy direct 
and indirect financial assistance they were and are being 
afforded by way of land grants and otherwise, constituted 
partial justification st the outset for the regulation of 
their rates, but no such consideration can have any bearing 
on the problem today. Regulation of rates is now and for 
many years has been necessary in the national interest, 


not only for the protection of the shipping public but 
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also for the protection of the carriers themselves 
egeinst the effects of ruinous competition which has 
from time to time arisen. As between the Railways them- 
selves, Parliament recognized this latter feeture in the 
legislation enacted by which the Railways were compelled 
to put into effect cooperative measures such as the 


pooling of passenger trains, etc. 
x: THE NECESSITY FOR FULL PUBLICITY 


It is of the essence of rate regulation that 
regulated carriers should be obliged to make their rates 
public and available to all. Where a departure from the 
reguler published rates, such as is necessarily involved 
in an ogreed charge, is to be made, even greater publicity 
than the normel filing of tariffs is essential. The 
C.N.R. proposes that the existing requirements, such as 
the prior notice, should be done away with. The only 
reason set out for such proposal, and indeed for the 
proposal that prior approval of the Board should be dis- 
pensed with, appears to be that delay in bringing agreed 
charges into effect results. Such delay is and ought 
to be inherent in the employment of so radical a departure 
from the normal rate making method. Any lack of pub- 
licity could only work to the unfair disadvantage (a) 
of competing shippers; and (b) of competing carriers. 

The same objection, it may be said, also applies to 

the proposal contained at Page 192 of the C.N.R. 

Brief that the Railways or other carriers be permitted 
to revert to the practice, found objectionable by the 
Transport Board, "of handling traffic under special rate 
notices in lieu of under freight tariffs and, where ad- 
Visable, of publishing such special rates in a regular 


tariff at a later date". 
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XI THE PUBLIC INTEREST 


Water transport has always been and continues 

to be the cheapest. It is the competition of low water 
rates which has tended to keep rail rates down to proper 
levels, which would not necessarily have been the case 

had the Reilways enjoyed any such monopoly as the C.N.R. 
Brief seems to imply. It is clearly in the public in- 
terest that this competition should be preserved on a fair 
and equitable basis and it can only be so preserved if 

the water carriers are permitted to live and not be driven 
out of business by such a grossly unfair departure from 
established rate making principles as the amendment ad- 
vocated by the C.N.R. would permit. From the point of view 
of public interest, too, it is obvious that it would be 
most undesirable, as Parliament foresaw in the Transport 
Act, to have the railroads competing among themselves 
through the medium of agreed charges, particularly where 

no control would be exercised by the Board and the railroad 
making the agreed charge would not even be required to state 
the consideration for it in terms of normal rate making. 
Parliament foresaw the unfairness and folly of permitting 

a Government subsidized railroad to compete with its private- 
ly owned and operated rival on any such terms and the same 
argument. applies as to the right to protection of other 
privately operated and long established forms of trans- 


portation such as the water lines. 
Riis THE SITUATION IN GREAT BRITAIN 


It is entirely beside the point and misleading 
to refer to the operation of agreed charge l.egislation in 


the United Kingdom, where the circumstances are entirely 


a 
we 7 

“= 

miko por cas’ Tyee eont Jx04 attg’nd 


Le DP Gigso8 ag..6h ‘i anoqente ant 


- ieee wil to uGu 
Murcey,. GFE (Les aaa | O04 J gor Ho hit 2 
“ow ria pay a ate 
1 atte. 


oneoe Telsa 
4 


rae gas 

. 7 

Loe 7 Lee be 
23295 Tee 
SEEN : 
aie EL BL 10 190," 


etes Dun sbidstas ae 


y ; r ; 
" Bel ou * o5A,. me LW 


v . y 


ifgare 
contenogee ve 
aor 4 soategt ¥ 
terab £eeog <a 
nani act 


“3 “ 


Se 


Bes, ON 


7 7 * 
7 : a ind i ue aint ee ’ “yeh \ eta - oe oe ; 
wipes 4 aed gates af YSUTHs 3 natdonbad oe et salt 
: aati 
wUdhy “Is eboRA vane aig siemp: at ty ct J 


-14295- Mr. Hansard 


different. This complete lack of similarity was commented 
upon by Lord MacMillan in the C.N.R. vs. C.S.L. case 
(supra) where he said at Page 214:- 
"Reference was incidentally made to Great 
Western Ry. Co. v. Chamber of Shipping of the 
United Kingdom (1937), 2 K.B. 30). In the 
Supreme Court judgments it is mentioned only 
in the judgment of Kerwin J., concurred in by 
Hudson J., and there only to observe that it 
is of no assistance in the present case. 
Their Lordships agree, That case arose on an 
imperial statute confined in its operation to 
railways, and turned on different language and 
different considerations from those with which 


the present case is concerned." 


(Page 14300 follows) 


®& 
os 


os 


| oa 
aa pte Goons : 
egies Bade dt ae 


Aen 


i. 


eae 2 P 


_ rf « 
cay ' 


(ewoll 


- 14300 - Mr. Hansard 


It is hardly necessary to point out that, even if the 
Engligh legislation applied to water carriers, they are 
limited in England by no such navigation season as is im- 
posed by the Canadian climate. Furthermore, there is of 
course no such competitive situation between rail and 
water lines in England as is created by the system of water- 
ways we have here extending half across the continent. 
Apart from the fact that there is no parallel 
between the two situations, it is quite impossible to 
draw any conclusions from the comparative gross revenue 
figures set out in the C.N.R. brief. It is the effect 
of the net revenue of the carrier which concerns the 
national interest and to which Parliament directed the 
Board to have regard in subsection (13) of Section 35 


of the Transport Act. 


pS CONCLUS ION 

It is submitted that the agreed charge is an 
exceptional method of rate making, the existence of which 
would have no justification whatever were all forms of 
transportation subjected to proper control. For so 
long as it is permitted, it must be circumscribed by all 
necessary safeguards to prevent one regulated carrier from 
taking an unfair advantage over other regulated carriers. 
The safeguards now contained in the Transport Act, as 
supplemented by the Privy Council decision in 
CoNeRY Ves (G51. (supra), are the very minimum necessary 
in this connection. It is further submitted that the 
only and ultimate solution to the problem must be that all 
forms of transportation be subjected to such regulation by 
one controlling body as will secure their healthy economic 
operation, protection of the shipping public and prevention 


of further transportation rate wars which in the long run 
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work to no one's advantage. Such control must be had 
regardless of jurisdictional problems. Once it is ob- 
tained, the agreed charge, as a temporary expedient which 
negatives the very basis of rate control, should disappear. 
The whole respectfully submitted. 
Now, Mr. Chairman, I apologize for reading 
that somewhat lengthy document, but on behalf of 
Canada Steamships what I would like to emphasize is this, 
that the position taken in the Canadian National Brief 
on this subject seems to ignore the fact, so far as the 
regulated water lines are concerned, that they were 
made subject to regulation by the 1938 statute. 
That regulation so far as that particular 
kind of business is concerned, is identically the same 
as the regulation to which the railways themselves are 
subjected, but so far as the water lines are concerned 
there is the fundamental difference that they operate 
: only during six or seven months of the year and can only 
) operate then due to the winter season. 


Now, a moment's thought makes it apparent that 


when you come to endeavor to negotiate an agreed charge 
with a shipper, you are not meeting any incidental 
momentary competition. What you are seeking to do is 
to get that shipper's business, or as much of it as you 
can, for as long as you can or for keeps. Any shipper 
who is going toa make a permanent deal with a carrier 
. in that way wants an all-year-round service, and he is 
7 not going to thie himself up to ship all his business 
: by water carrier during the summer only. 
Therefore, my first point is that Canada 
Steamship Lines and other water carriers engaged in this 


‘business, cannot go out with this weapon, if you like to 


call it. that , and buy up the business of any shipper 
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because they are just not in a position to contract to 
handle all his business all the year round. Therefore, 
although they are subject to the same regulation and 
control in regard to their rates as the railways, they 
are not in a position to use this weapon which, I think 
it may safely be said, was brought into Canadian legis- 
lation to enable regulated carriers to deal with competition 
from unregulated carriers which by reason of our juris- 
dictional problems in this country are not, or probably 
are not, subject to the legislative control of the 
Dominion authority. 

Now, in the Canadian National Brief reference 
1s made to the case which was fought out between the 
Canadian National. and -- 

MR. FRIEL: Mr. Chairman, if I may interrupt, 
are we to hear argument or evidence this morning from Mr. 
Hansard 9 

THE WITNESS: I am Submitting a Brief. 

THE CHAIRMAN: The Brief is argumentative. 

Ba eles, 

Q. As I think all Briefs are more or less. 
Perhaps this one is more. 

A. Perhaps I am laboring under a misapprehension. 

THE CHAIRMAN: No time is being wasted though 
Mr. Friel. After all that is the important consideration. 
If we didn't hear this now, we would have to hear it later. 
Are you at any disadvantage? I don't think you are. 

MR. FRIEL: Well, I might claim surprise, but 
really I am not very surprised. 

THE CHAIRMAN: I know, but are you not now 
acquainted in advance with the arguments against your 


Brief? 
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MR. FRIEL: Yes, sir. 

THE WITNESS: TI would Say this for my friend's 
benefit, Mr. Chier Commissioner, that I will do no more 
arguing than the Brief he has already submitted. 

THE CHAIRMAN: All right, we will aceept that. 
Now, you are not going to argue all this over again? 

iar NO, absolutely not. I think I can Say this, 
that what I am about to Say is factual. I am talking 
about a case which was referred to in the Canadian National 
Brief and which I referred to, and I just wanted to 
point out - - 

Q. Go ahead with that case. What about it? 

A. I just wanted to point this out to the 
Commission, that as I read the Canadian National Brief 
the implication is that the effect of that decision 
of the Privy Council is to prevent the railways from 
entering into agreed charges in any case where the water 
carrier has carried any minor insignificant part of the 
business in the past. 

Q. Now, is that distinguished judgment referred 
to? 

A. That is exactly the same one and that is 
why I refer to it so frequently in mine. The point I am 
making is this, Mr. Chief Commissioner, that the case 
Of C.N.R. v C.S.L. was a case involving the traffic of 
two large manufacturers of Surgical supplies and surgical 
dressings and that sort of thing. 

Now, as appears from the record in that case 
and from the judgment of the Transport Board in that case, 
the water carriers there, prior to the initiation of these 
agreed charges, had been carrying 50% of the business 


of those two Shippers and they had been carrying that not 
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just as a casual thing. This was not Something they 
had stolen from the railways. It was business that 
they had and which by these agreed charges the rail- 
wayS were seeking to take away from them. Now, I 
Say that is a very different proposition. 

THE CHAIRMAN: And what happened, what was the 
result of your intervention? 

A. Well, the result of our intervention was 
that the Transport Board refused approval of the agreed 
charges. Then the railways - the C.N.R. anyway, perhaps 
I should not say the "railways" - the C.N.R. applied 
for a re-hearing, for the matter to be reopened on the 
basis that the Board should not have had regard to 
the effect on the business of the regulated water 
carriers of the proposed agreed charge. The Board 
then stated a question, as it has power to do under the 
Railway Act, it stated a question for the opinion of 
the Supreme Court: whether or not under the Transport 
Act the Board had power to take that into account in 
deciding whether or not to approve. The Supreme 
Court by a majority Judgment held that they had, and 
properly had, the power to look at that. 

The matter was carried by the railways to the 
Privy Council, and the Privy Council confirmed the 
decision of the Supreme Court. 

Now, the point I am making, however, on that 
case, is that there was not a case where the agreed 
charge was being used to meet water competition in the 
sense of meeting something new that had come into the 
picture. It was an attempt to obtain business from 
the water lines by means of an agreed charge, and it 
placed water lines, for the reasons I have Stated, at 


an unfair disadvantage. The Railway Board held that in 
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all the circumstances and having regard to the effect 
on the business of the other regulated carrier, 
regulated water line, that it would not approve these 
two agreed charges, and the result was as I have 
stated. 

Q. Then is this proposed amendment of the 
Canadian National Railways an effort to get around 
that decision, do you think? 

A. I think one can read the Canadian National 
Brief as saying just exactly that, sir. That is the 
way I read 1t. I may be wrong, but the Canadian National 
Brief says that the Act, interpreted as it has been 
by the Privy Council, is preventing them from making 
agreed charges. 

They then propose without particular comment, 
at page 180 of their Brief, that Section 35 be 
replaced ty a new Section 35 in which all these safe- 
guards that I have enumerated in my Brief are left out 
except two: one, that a competing shipper may apply 
to come in under an agreed charge rate if he can 
Show that he is in a position to do so, and two, they 
do not purport to deal with Section 36 which is the 
one that provides for an application or a complaint 
to the Minister in the National interests, as it says, 
by a representative body of carriers. They do not 
attempt to touch that, but all the others, the two 
fundamentals: that is, control of the matter by the 
Board of Transport Commissioners, the necessity of 
Securing approval by reason of that control, and the 
prior notification to the public that these agreed 
charges are being entered into; they propose. to do 


away with them. They say it is very troublesome to 
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them in making an agreed charge to have to take a 
month or two months to negotiate the thing, and that 
is just a lot of bother and therefore they want to 
do away with that. 

But if the Commission will have regard to the 
Statements made before Parliament when the Transport 
Act was originally under consideration , everyone 
expressed concern about the necessity for adequate 
notice and the necessity for control, and that is why 
those very careful controls were PUL Dh 

The Board is primarily directed by the Transport 
Act to co-ordinate and harmonize all forms of transport 
that are brought under its jurisdiction. How can 
they do that if on the one hand they are given power 
to regulate rates, and on the other hand the statute 
is so worded that any regulated carrier can go out 
and make an agreed charge - not, mind you, on the 
ordinary rate-making basis recognized in this country 
of so much in cents per hundred pounds, but on any 
consideration without restriction they can make a 
deal in other words and get all the business of a 
Shipper, publish that as a competitive tariff on 
three days notice and then for the first time, with an 
operative tariff confronting them, competitive shippers 
and competitive carriers find out about it. 

They are proposing to cut out the require- 
ment that Parliament put in that the two railways 
or any two railways competing (and when I say the 
two railways I mean the two princiml railways in 
Canada) must participate in any agreed charge that 
is made. So that with that cut out, the two railways 


can then compete with each other on these agreed 
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charges. They are proposing, as I say, that this 
cents per hundred pounds provision, which is a very 
important one, should be taken out. 

Now, let us consider that for just a 
moment. If there is no specified means by which 
a rate agreed under an agreed charge is to be 
established, then there can be all sorts of concealed 
considerations, deals about terminal facilities, deals 
about this and deals about that. The competing shipper 
or the competing carrier can look at one of these 
agreed charges published after the event until he 
is black in the face, and never be able to look at 
that and say, "that 19 nothing to affect my business 
this way or that" because on the face of the document 
it won't appear what the real consideration is. 

That, I submit, is the reason why the 
requirement was put in the statute that any agreed 
charge must be an agreed charge on a basis of cents 
per hundred pounds, which enables anybody looking at 
the agreed charge to relate it to the ordinary 
tariffs and see what the difference is. If you don't 
have some such provision as that, then I am a 
competing shipper and I don't know what my competitors 
arrange with the railways, I don't know what they 
are up to. Or I am a competing carrier and I don't 
know what they are up to, I don't know what the rate 
they have made is. 

I say that that is a very important safe- 
guard, that they are all all-important, and that it 
is highly necessary, if the agreed charge is to be 
retained as a means of making rates, that these safe- 


guards should remain on the statute book without change. 
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THE CHAIRMAN: Are you not arguing that they 
ought not be retained? 

A. That the agreed charge ought not be 
retained? I will go this far with you Mr. Chief 
Commissioner. My own view is that the agreed charge 
1s a bad means of making rates where you have a 
regulatory system, because it is contrary to regulation, 
it is the anithesis of regulation. I say that it can 
only be justified (and I say this on behalf of my 
client) it can only be justified where it is used 
as a temporary expedient pending adequate control 
of all media of transportation. That is our position. 

We do not think the agreed charge is a 
good thing. It is on the Statute Book, it is some- 
thing that is dangerous and must be controlled, and 
it is only justified on the Statute Book for so long 
as adequate control of all competing transport agencies 
has not been brought into effect. 

That in substance is the submission I make. 

I have no evidence to offer as such. I don't know what 
my position is. Would you like me to get in the 
box? 

MR. FRIEL: You have rather offered some. 
Perhaps you had better get in,the box. 

THE WITNESS: I am perfectly prepared to 
answer questions about which I know. 

THE CHAIRMAN: I think it is important. It 
is the practice. As far as the railways are concerned 
do you intend to enter into the case now with Mr. 
Hansard? What I want to say is this. We are not 
going to precipitate any argument upon people, because 


there is a time for argument, unless you want to make 
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it now. Mr. Friel's objection, for instance. You 
are not compelled now to answer anything Mr. Hansard 
has said. 

MR. FRIEL: No, TI am not prepared to 
argue the case. 

THE CHAIRMAN: You are not going to be called 
upon now, either, but in the meantime do you wish to 
put any questions to him? 

MR. FRIEL: Yes, my lord, in my turn. 

THE CHAIRMAN: Mr. Hume has something. 

MR. HUME: TI have one or two questions, Mr. 


Chairman. 


RO 
C@RSS EXAMINED BY MR. HUME: 
SSE SR ASMINED BY MR. HUME: 


Q. I understand your position as counsel and 
solicitor for the Canada Steamship Lines and as the 
author of this Brief, and I have only one or two 
questions that I think may be necessary so far as 
I am concerned to get the record Straight. The first 
1s a reference on page 9 of your Brief. 

A. Perhaps I should have it with me. 

es So as Gring) tt. up. 

A. Thank you. Page 9, you say? 

Q- Page 9 under your heading number 18 i a 
"The position of the Water Carriers" in the first 
Sentence. Perhaps if I read it-then I will ask my 
Question about it. 

"Canada Steamship Lines Limited and 
other inland water carriers engaged in the 
package freight business in direct competition 
with the railways on the One hand and the 
trucks on the other, have since 1938 been 


Subject to the same regulation and control 
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"and subjected to the same unregulated truck 

competition as the railways." 

The words I wanted to ask you a question 
about were the final words of that sentence where you 
refer.to unregulated truck competition. What I wanted 
to clear up was, do you mean by that, unregulated by 
the Board of Transport Commissioners? 

A. Yes. 

a. That a, you are not Suggesting in this 
Brief that the commercial truck competitors are. not 
regulated in the provinces in which they operate? 

A. My understanding, Sir, is that in most 
of the provinces there are some forms of regulations 
of truck transport. I believe they vary and I woulda 
not undertake to Say what they are, My understanding 
is that there is that regulation, they are regulated. 
My reference is to unregulated in the sense of being 


regulated under the Transport Act. 


(Page 14312 follows) 
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Q. Thank you. Now then, I think, maybe, you 
have answered this question in your general argument, 
but I am interested in knowing whether or not the Canada 
Steamship Lines has, in fact, entered into a contract 
with a shipper which would be within the definition of 
"agreed charge"? 

A. I think I can answer you in this way: I do not 
believe they have entered into anything of that nature 
by an agreed charge since they have been regulated. 

As to what they did before, when they were not subject 
to regulation under the jurisdiction of the Transport 
Act, I dare say they may have had some contracts then, 
but not since the regulations. They have had no agreed 
charges. 

Q. In view of the fact that some of the provinces 
and some of the persons filing submissions here have 
advocated the abolition of agreed charges altogether, 
what is the view of the Canada Steamship Lines in regard 
to that? Are you in favour of their complete elimination 
at this time? 

A. I think I have already answered that question 
in this way: that if it is to stay, I want to see the 
safeguards retained, and my client wants to see them 
retained. But if it disappears, I do not think any 
water carrier would be particularly sorry, because it 
is of no particular help to them, because they cannot 
avail themselves of it. But I am not suggesting that 
it cannot be a useful weapon suitably controlled in 
the case of the other regulated carriers who can use 
it. I must admit that is a qualified answer. 

THE CHAIRMAN: Does anybody else wish to 


question Mr. Hansard? Very well, Mr. Friel. 
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MR, FRIEL: Q. You have said nothing about 
that part of your traffic which is not regulated, which 
does not come under the Transport Act. 

A. No, it does not come under the Transport Act. 

Q. Goods involved are excluded. 

‘A. They are expressly excluded by section 37, 
I think; if you look at the last section in part V. 

Q@. Goods in bulk are defined to mean the following: 

"(e) 'Goods in bulk’ means the following goods 

laden or freighted in ships, and except as herein 

Otherwise provided, not bundled or enclosed in 

bags, bales, boxes, cases, casks, crates or any 

other container; 
grain and grain products, including flour and 
mill feeds in bulk or in sacks, 

ores and minerals (crude, screened, sized, refined 
or concentrated, but not otherwise processed), 
including ore concentrates in sacks, 
sand, stone and gravel, 
coal and coke, 
liquids, 
pulpwood, woodpulp, poles and logs, including 
pulpwood and woodpulp in bales, 

waste paper loaded as full ship's cargo, 

fron and steel scrap and pig iron." 

A. That is what the section says. 

Q. That is a definition of goods in bulk which 
are excluded from that part, or from traffic which is 
excluded from regulation. 

THE CHAIRMAN: What do you mean? ‘s 

MR. FRIEL: They are not regulated by the 


Board of Transport Commissioners; in other words, they 
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can charge any rate they wish, or do as they please, 

THE WITNESS: Bulk carriage h&s never been 
brought under regulation. 

MR. FRIEL: What part of your traffic consists 
of bulk? 

THE CHAIRMAN: Ts that part of the Transport 
Act that you have been reading from? 

MR. FRIEL: Yes, 

MR. FRIEL: Q, In dollars and cents how is 
it divided? Divided between bulk and package goods? 

A. I might be able to fina that out for you, 

Mr. Friel, 

Q. Would you find it out for me, please? 

A. Yos, I shall try to be as helpful as I can, 
What you want is a general percentage. I would like to 
give you a more definite answer, but I understand from 
my client that the figure is probably somewhere in the 
order of 60 per cent for bulk to 40 per cent for package 
freight, We have no bulk figures here, so that must be 
& guess. I can get you something more definite, but 
the bulk carriage is the larger, 

Q.° The larger part of your traffic? 

A. Yes. 

Q. I wonder if Mr. Van Wyck would file with the 
Commission a breakdown for the year 1948, let us say, 
of your bulk and package goods? 

A. Yes, I think that can be done. We will do 
that, 

THE CHAIRMAN: Q. Over the bulk portion of 
their shipments there is no control? 

A, That is true. None of the bulk carriers have 
been subject to control. All of the grain moves on 


such bulk, and as my learned friend states, they all 
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move without control of the rates, 

MR. FRIEL: Q. One would think that they 
were wholly regulated after hearing my learned friend 
this morning. 

A. Are you asking me a question or making an 
Observation? 

_@. I am making an observation. 

A. I did not intend. to convey that impression. 
I think my brief makes it perfectly clear that I am 
talking about package freight, 

Q. You certainly leave the impression that you 
&re as much regulated as the railways. 

A, /Ivdo;not. think so... But if so, I certainly 
did not intend it. 

Q. When you speak of having, or rather your 
Client not ever having made an agreed charge since 
you became regulated, are you referring to agreed 
charges under the Transport Act? 

A. Yes. 

Q. Or are you referring to a private contract 
for the carriage of goods? 

A, I am talking about agreed charges under the 
Transport Act, 

Q. You have never asked to have such @ contract 
approved? 

Ae) t I dO, not. think.so., 

Q. Does Mr. Van Wyck know that? 

A. No; I understand we have none, 

Q. But you have contracts for bulk goods; for 
the carriage of bulk goods? 

MR. VAN WYCK: Well, I do not think there 


would be for ore. Grain is booked in Winnipeg, I 


understand. 
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MR. FRIEL: Q. There is nothing to stop your 
company from making an agreed charge outside of the 
Transport Act? 

A. So far ag Brain is concerned? 

THE CHAIRMAN: Q. And in fact you do make 
them? 

A. I am at a4 loss to answer that question. 

Mr. Van Wyck says he thinks there may be some. I heard 
him say so. But I do not think anything in the nature 
of an agreed charge, talking of a particular shipper's 
business for a stated period of time, is entered into 

Q. It is a legitimate Question. 

A. I would be glad to get the information for you, 
but my understanding is that an agreed charge in the 
Sense that you take all of a particular shipper's 
business for a lengthy period of time, probably, is not 
entered into. But there certainly are agreements made 
about charges, otherwise there would be no business 
done. 

MR, FRIEL: Q. An agreed charge does not have 
to cover all the traffic, but any portion of it, be it 
5 per cent, 10 per cent, anything up to 100 per cent? 

A. I agree, 

Q. Is there anything to stop your company from 
making an agreed charge in respect to bulk goods, but 
still not affecting package goods, which would not 
have to be filed under the Act? You could use your 
bulk goods to make a contract, to be sure of getting 
all the package freight? 

A. You are suggesting that we could, by making 
an attractive deal in respect to bulk goods, in fact, 
capture the package freight business. 


Q. Right. 
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A. That is just what I was going to say; I doubt 
whether there are very many shippers who deal in both 
bulk and package freight, but there may be. That could 
be done, but I do not think + Oh ig ae 

Q. You admit that it could be done? 

A. I suppose so. After &all, people are human. 

THE CHAIRMAN: Q. In so far as your bulk 
carriage is concerned, which is the greater part of your 
business, you are not regulated by anybody, or are you? 

A. So far as rates are concerned, that is perfectly 
true. There is no doubt whatever about that. Of course, 
I would like to say this, 

Q. That is a fact? 

A. No doubt, but I would like to say this, that 
those two parts of the Cenada Steamship Line business are 
so distinct that they are run as separate departments. 
We come here to talk about the package freight department. 
But the other department is run by somebody else. They 
might as well be two companies, but they are not, 

MR. FRIEL: Q. In addition to your lack of 
regulation over bulk goods, there is a limitation on the 
Size of the vessel. Such regulations only apply to 
vessels over 500 tons? 

A. Yes, and we have had a great deal of trouble 
Over vesse.-~ under 500 tons, the so-called schooners. 

Q. And to vessels only on the Great Lakes? 

A. From the Island of Orleans up to the Great 
Lakes. 

Q. Including all of the Great Lakes? 

A. It is all set out in the statute. 

THE CHAIRMAN: It includes what? 

MR. FRIEL: The area tO which the regula- 
tions pertain is that of the Great Lakes including the 
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St. Lawrence and the western end of the Island of 
Orleans, 

THE CHAIRMAN: But that is only in regard to 
package shipment? 

MR. FRIEL: 196, S17) 

THE WITNESS: It might be a matter of interest 
to state that so far as Canada steamship Lines are 
concerned, with the exception of the passenger boats 
which run down to the mouth of the Saguenay and up the 
Saguenay, their Operation is all out of that regulated 
area, 

THE CHAIRMAN: You are a company? 

A, A company, oh, yes. 

Q. You are not government controlled in any way? 

Be ein tic; 

MR. ‘FRIEL: Qs Are you an officer of the 
campany? 

As No, sir. *. I think I was at one time called 
Commission counsel, but that is as close as I ever got, 

Q. I would gather from your brief that you conclude 
that, due to the shortness of your navigation season, it 
is not practical for your clients to make agreed charges 
under the Transport Act? 

A. Yes. I think that is my position. 

Q. You say that the Act implies that the agreements 
with a shipper will be in effect for One year? 

A. In the nature of an agreed charge, they are a 
long term thing, in my view; and if you cannot contract to 
handle a man's business the year round, he is not 
interested. 

Q. You suggested in your brief that the agreement 
must be in effect for at least a year? 


A. I say that the implication is for a year. 
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I concede that it can be made for less than a year, 
but I doubt if that is done. I do not know. 

Qi I would point out that the explanation of 
One year from the date of approval only refers to an 
agreed charge which has been made without the restric- 
tion of time? 

/A, That ts true. You would know better than I 
about these 39«odd agreed charges. But my understanding 
is that they are all at least for @ year, 

Q. The tendency would be for them to be in excess 
of a year, for a year or longer. The Act does provide, 
however, that the Board may approve an agreed charge 
for a year or for such period of a year ag it thinks fit. 

A. My point is that in practice they are made for 
at least 4 year and that we are not in @ position to 
offer that service. 

Q. On page 2 of your submission, about the middle 
of the page, I read: 

", . . in other words, to give the contracting 
carrier a total or partial monopoly of his business 
for such period. Its effect of course is to deny 
to all other competing carriers the opportunity of 
competing for the business so tied up or of obtain- 
ing any portion of that business while the agreed 
charge remains in force, .. ." 

Doesn't that all go to the competitive situation between 
carriers? Once the competitor gets the business, of 
course the other one loses? 

A. Oh, yes. 

Q. In competition, one gains and one loses, and 
there is that shifting back and forth all the time? 

A, That is true, But where you have traffic 


moving under the ordinary published rates, at least it 
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1s open to the other carriers to compete for the 
business. But where the Shipper has tied himself up 
for a period with one carrier, he is not interested 
in talking to anybody else, 

Q. Usually before that shipper is tied up, you 
have the same opportunity to make the same arrangements? 
A, That gets back to my point that as far as 

regulating water lines are concerned, because they 
operate only during the navigation season, they cannot 
compete with the railways which Operate during the full 
year, 

Q. But they can, for some months, make a compe ting 
attractive offer, For example, you accept traffic 
before the opening of navigation, and you will probably 
Start accepting traffic next month. 

MR, VAN WYCK: On March 15, as prescribed in 
your own tariffs. 

MR, FRIEL: That has nothing to do with it, 
the fact that it may be prescribed in our own tariffs, 

THE WITNESS: There is no doubt about it, 
that we accept goods for shipment, 

COMMISSIONER INNIS: Q. Do you file tariffs 
On all your bulk goods? 

A. No, sir, Bulk is not regulated, and the 
tariffs are not filed. 

Q, They are not? 

A. No. 

Q. But they are filed in the case of the railways? 

MR. FRIEL: Oh, yes. 
COMMISSIONER INNIS: Q. In the case of 
regulated rates, they are filed? 


A. Oh, yes. All the tariffs are filed in the 


case of regulated rates. 
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Q. So it might not be easy to find what the 


rates were in the case of bulk? 


MR. FRIEL: There would be as much secrecy 
about that as in the case of agreed charges, 

THE CHAIRMAN: Both of you gentlemen are 
familiar with the Transport Act. Does the whole of 
Part IV apply to water shipments? 

MR. FRIEL: Yes, my lord. That is entirely 
applicable to water carriers, 

Q. The whole of Part Iv? 
A.” That is the licensing provision? 

THE CHAIRMAN: Q. The tariff and the rate 
provisions? 

A, Yes, they apply; but they do not apply to the 
transport of goods in bulk. 
Q. By virtue of what? 

MR. HUME: By virtue of section 38. 

THE CHAIRMAN: Section 12, subsection aE 
says: 

"The provisions of this part shall not apply 


to the transport of goods in bulk," 


THE WITNESS: Section 34 says: 
"The provisions of this part shall not apply 
to the transport of goods in bulk," 
Now, when you come to Part V, that is the agreed charge 
one, you see, they have repeated that and they say that, 
in-section® 38% 
"The provisions of this part shall not apply 


to the transport by water of goods in bulk," 


(Page 14327 follows) 
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THE CHAIRMAN: Will you frame your question over 
again, Mr. Friel? 

MR. PRIEL: I have asked the question and the 
witness has answered. 

THE CHAIRMAN: Can you not put it to him again? 

MR. FRIEL: The point is, my lord, that I did 
not want to repeat what we had gone over. Lie Geig aki 
right, my lord, we will Just go along. 

Q. You state at page 2 of your brief, Mr. Hansard, 
dealing with agreed charges, "It is therefore the direct 
antithesis of normal rate making practice," You object, 
or you must be objecting to what you call the normal 
rate making practice? 

A. Normal regulated rate making practice, 

Q. It is not normal rate making practices for the 
Canada Steamship? 


As far as the regulation is concerned, yes. 


ie) 


Q So far as packaged freight? 
A. No. 
b That would not be applicable to rate making for 


fmotor 
cars, for example? 


A. Except to the extent that may be regulated 
provincially; I don't know about that. 

Q. Would you agree that it is a fair proposition 
that the shipper should have the advantage of the lowest 
cost of transport and the one most suited to his require- 
ments? 

A. Yes, I think so, from the point of view of the 
country. 

Q. You would agree to that as a general proposition? 

A. I think so. 

Q. As long as the railways stayed within that 


proposition, and charged rates which were remunerative, 
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do you find any objection. with the agreed charge giving 
the shipper that advantage? 

A. Yes, I can, Mr. Friel, because I think in the 
nature of things the rates that tend to be fixed by agree- 
ment with the intent of meeting business from other com- 
petitive carriers tend to be a little lower than you suggest.'! 

Q. Well, I am assuming that they are not lower than 
you suggest that I suggest; but they are remunerative? 

A. Remunerative -- 

Q. On that basis, have you any objection? 

A. May I adopt the words "proper charges"? I 
would say as long as they are proper charges I have no 
objection, because I am in the position of being able to 
meet them; but if Somebody comes along and offers some- 
thing that is Hotveraben charge, and which puts me in a 
position where I can't compete, then I object. 

THE CHAIRMAN: Q. You are using the words 
"proper charges", You really mean a charge with which 
you cannot compete? 

Bw NO”».Weir, 

Q. What do you mean? 

A. I say a proper charge that is fixed on remunera- 
tion -- that is adequately remunerative -- because there is 
no sense in running a transportation company on the basis 
that it does not make enough money to live. A remunera- 
tive rate, I have always understood -- 

Q. That is what you mean by a proper charge, a 
remunerative one? 

A. Yes. 

MR. FRIEL: Q. As long as the railways would 


charge remunerative rates you have no objection to agreed 


charges? 
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A. No, I won't go that far with you, I have 
objected to uncontrolled agreed charges, because I say 
that once the deal is made then it is too late on your 
proposition that there shall be no prior notice, 

Q. Supposing that part of the Act were allowed to 
stand, if our amendment were changed, that would remove 
that objection, so that there would be prior notice? 

A. I think there should be prior notice, and I 
think there should be approval by the Board, 

Q. Allowing both those things and a proper basis of 
rates -- that is proper within the sense that you méan it -- 


would you then withdraw your objection? 


A. Would I withdraw my Objection to what? 

Q. To agreed charges? 

A. To agreed charges as such? 

Q. Yess 

es I have stated my position about agreed charges 


and I will state it again. 

Q. Never mind stating that; there is no need to repeat 
its I just want to find out if there is some common ground 
about the agreed charges. 

A. I think I should be entitled to answer your ques- 
tion. I say that in my view agreed charges, if you 
have regulation of rates, are not a good thing in prin- 
ciple because -- 

Q. The difficulty is that we have not got regulation 
of rates, only partially? 

A, Exactly. But I say the only justification for 
agreed charges until such time as we have proper regulation 
of rates, is that you haven't got that control -- 

Q. I do not agree with you. 

Q. Well, I don't ask you to. 
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Q. Do you stop there? 

A. Yes. 

Q. I was still trying to find that common ground 
that we might have, Assuming you might have to have 
agreed charges, or that agreed charges were desirable until 
there is A oneiear: just what would satisfy the Canada 
Steamship, or what would Satisfy you? 

A. I have said, and I have said clearly, the minimum 
that would satisfy Canada Steamships in the way of safeguards 
are what is in the Act now. 

Q. You have read in our submission that the shortest 
time in which we have had agreed charges approved is 34 days 
and the longest time a year and ten months. Now you must 
admit that there is something a little bit out of the way 
there? 

A. I say that if those delays are inherent in the 
proper application of these controls, then they have got to 
be suffered. That is my view. 

Q. Would you not agree that there is some limited 
time in which we should expect to Haye an agreed charge 
approved, and still be fair to everybody? 

A. As long as there is an adequate delay, I suppose 
that is so, 

Q. Would you say two months? 

A. I haven't given it any thought. 

Q. Would you agree that a year and ten months is 
absurd? 

ye I don't know what the circumstances were, and you 
don't mention them in your brief. 

Q. Supposing we amend our brief that we want delay 


no longer than three months, would the Canada Steamships 


Object to that? 
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Ba I would have to ask the Canada Steamships about 


it; 

Q. Is there anybody here whom you can ask? 

A. Not necessarily so. It does not seem reasonable 
to have to wait, I agree, for a year. I don't know what 


the circumstances were, but if you had to wait -- 

‘Q. I say that it is rather ridiculous to have to wait 
a year and ten months. 

Fics I would say so, 

Q. If we are going to have agreed charges is it not 
fair) to. ask, that they be approved with reasonable delay? 

A. I would say that you cannot lay down a hard and 
fast rule, because circumstances vary; there would be quite 
a bit of investigation in some cases, 

Q. Now, on page 2 of your brief you set out the 
eccepted principles of rate making? 

A. Y6S . 

Q. Also at page 3 you set out these principles. 

Are you referring to all common carriers, railways, water 
carriers, motor carriers ... 

A I am referring principally to the rail carriers. 

Q. Principally to rail carriers? 

A. That is where this has been... I talk about 
both common carriers and regulations in the same breath, 

I am talking about regulation of rates. 

Q. You say in paragraph (e): 

"That one carrier shall not offer 'unremunerative'! 
rates, whether for the purpose of capturing business 
from competitors or otherwise, " 

Have you any rates in mind which are charged by railways 
and which are unremunerative? 


Ay No, sir; I have no rates in mind whatever, The 
fact is, I don't know anything about rates as such. 


(Page 14335 follows) 
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Q. Now, on Page 5 of your brief, where you describe 
the agreed charges as an exceptional rate making weapon, 
that too would be in respect of rail rates? 

Aa That too would be in respect of regulated rates, 

Q. Whether by rail or by water? 

A. Yes sir, 

 @. Would everything you Say there practically on 
Page 5 be also applicable to normal competitive rates? Under 
that special destructive element -- you refer to destruct- 
ive elements, That special destructive element is in- 
troduced in agreed charges -- that is not the normal com- 
petitive rates? 

A. Well, of course, the expression "special des- 
tructive element" is yours but the difference between that 
and a competitive rate is I think that it ties up that 
particular Shipper's business for 4 period, There may be 
others but I cannot think of them at the moment. 

Q. Competition between carriers does not necessarily 
disrupt the transportation system Senerally. You have 
competition in your field in the bulk carriage of goods, 
do you not? 

A, Yes, bulk competition, 

Q. Would it not be truer of unregulated rates,goods 
which move at unregulated rates? 

A. Would not what be truer? 

Q. That there would be more tendency to have com- 
petition to disrupt transportation? 

Ay Oh yes, sure, 

Q. Don't you often find that in your field in the 
carriage of bulk goods? 

A. No sir. We have found it from time to time, 
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competition, 

Q. You have keen competition in that fiela? 

A. I think so, yes. 

Q. You have not agreed to eliminate competition 
in steamship companies? 

A. No. 

Qe You sre following normal company policies? 

A. You sre not trying to get me under the Combines 
Act, are you? 

Q. I think we would have some difficulty in getting 
you under there by admissions anyway. 

COMMISSIONER INNIS: How do you explain the fact 
of most of your competition for bulk goods with railways 
and trucks? 

Be Well, one thing, Mr, Commissioner, I Suppose, is 
that 9 great part of those bulk goods lends itself par- 
ticularly to water transport. I think that is one reason. 
They are heavy goods and goods that do not need to move 
quickly and that sort of thing. That is one reason why 
there is competition between bulk carriers more than com- 
petition between bulk and regulated carriers for that sort 
of thing. 

Q. Does it mean that you have better facilities for 
handling bulk traffic? 

A. I do not believe you can generalize on that 
but certainly for a lot of it we have the facilities to 
handle bulky goods, You can do that Sometimes on the 
Water easier than you can on land. I think that is pro- 
bably so. 

MR. FRIEL: Would you know or would Mr. Van Wyck 
know if your carriage of package goods is a profitable Side 


of your business? 
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A. I can speak generally on that, My understanding 
is that it was Operated et a small profit in 1939 or 1938. 
During the war years it was operated with a loss until the 
rate increases came into effect and there was a very smell 
profit in 1948, 

Q. Has it ever been in the position where it involved 
a large profit? 

1B "Large" is one of thosedifficult words. I do not 
think so -- not within recent yeors, 

Q. You say in 1939 there was 2 small profit? 

MR. VAN WYCK: No, since 1939 there was either 
a loss or a small DPOTit, 

THE WITNESS: There was a profit in 1939. 

MR. FRIEL: So that during those years if we had 
applied for approval of an agreed charge, the Board, if it 
had to consider the effect of the businessof the Canada 
Steamship Lines, would not have had to be too concerned 
about it? 

A. I don't know; you have to keep going. 

Q. You don't have to keep going at a loss? 

A You try to in the hope that eventually you may 
make a profit. 

Q. The reverse would be true about your bulk 
traffic? That is the profit making side of your business? 

A. Yes, I suppose that 9s profit was made. We are 
not rolling in profits, you know. 

Q. You have had a couple of accidents? 

A. Well, that is irrelevant, 

Q. But it does affect profits? 

A. No, not the least bit; we carry insurance. 

Q. Now, on Page 13, dealing with the public interest 
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"It 1s the competition of low water rates which 

has tended to keep rail rates down to proper levels, -" 

A. I will go along with you on this, that that is 
probably one of the more argumentative portions of our 
Submission. I do not expect you to agree entirely with Lee 
Mr. Friel, 

ae We might rather Suggest that perhaps it is the 
competition of the railways that has kept the water rates 
down to 3 lower level? 

A. I think the Commission is in 5 position to judge 
between us on that. 

Q. It is important or the rail rates would certainly 
have some effect on your water rates? 

A. Oh indeed; there is no doubt about it. There is 
an inter-action there, 

Q. And prevents excess charges and protects the 
public to that extent? 

A. Sure thing, 

Q. Now, there is Just one other question here -- 

COMMISSIONER ANGUS: Are these proper levels that 

the rail rates have been kept to levels below those 
authorized by the Board of Transport Commissioners? 

Re I do not quite follow that "authorized by the 
Board of Transport Commissioners", 

Q. You are thinking of the competitive rates? 

A. I am thinking of the rates that prevail, the 
going rates, I think thet competition produces rates. 

Q. Is the suggestion that the non-competitive rates 
ere at too high a level? 

AY The non-competitive rates? You mean the standard 
rates, sir? 


Q. Yes, 
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A. Well, a11 I can Say about that, and as I ssid 
before I am not a rate expert, sll I can say sbout that is 
that I think there is a very small proportion of traffic 
moves at the standard rates, 

THE CHAIRMAN: You sre talking of steamships 
now? 
A; No, rates generally, sir, 

Q. But you ne including steamships? 

A. Well, the steamship rates are based on a 
differential scale under the rail rates and to that extent 
the same remark applies. 

MR, FRIEL: On Page 9, dealing with the position 
of the water carrier, you say, in Sub-section (3); 
"From the economic point of view, while water 
transportation is cheaper --" 
I think you will agree that that also is argumentative from 
the economic point of view? 

A. Well, yes perhaps it may be argumentative; 
£ think itis generally accepted, 

Q. There are a few other things like navigation 
aids, canals and other things that are paid for by the 
country as a whole? 

A. Yes, and there are such things as railway 
‘deficits and land grants and so on that gre paid for by 
the country as a whole, 

Q. We might also Speak of the cash assistance 
given to the Steamships which is quite a current problem, 
isn't it -- subsidies? 

A. Not the C nada Steamship Lines that I know about; 
that is Trans-Atlentic. 

Q. You go on: 

"Were it not for the fact that the water carriers 


can operate at lower rates than the railways and other 
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media, practically no traffic would in the 

nature of things move by water," 

That is as you Say, because: 

"While water transportation is cheaper, it is 
necessarily much slower sand less far reaching than 
rail transportation," 

Now, isn't it true that you have working 
arrangements with other carriers which extend your route 
beyond the water? 

As Oh yes, certainly. 

Q. With the railways, for instance? 

Ais Well, obviously; there are such things as 
connecting carriers, 

Q. And with trucks. You have working errangements 
with truck lines? 

A, No, we heave connecting srrangements. There is 
one instance, I believe of canned goods, 

Q. With what concern is that? 

NM. They are contracting Carriers, that is, 

Q. They do extend your reach? 

A. A very limited extension, yes sir, 

Q. Have you any interest in trucking concerns -- 
your company? 

A. I have heard it suggested but I do not know the 
facts about that, Mr. Friel, 

Q. It would be interesting to the Commission, I 
am sure, to know. For instance, we have heard it rumoured 
that you control Kingsway Transport ? 

A. I do not know what the facts are but that can 
be obtained if the Commission wants them. Personally, 
I do not see what it has got to do wih what is going on 
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THE CHAIRMAN: Are the truck lines that you have 
in mind, Mr, Friel, complementary to the boats or are 
they run independently competing with other truckers? 

MR. FRIEL: Well, I would expect most of them 
would be complementary and run independently of them, 

THE CHAIRMAN: Are they intended to bring goods 
to the ships? 

MR. FRIEL: Oh yes, sure. Would Mr, N. F, 
Howell, Secretary of the Kingsway Transport Limited, 
be associated with Canada Steamships? 

Poe Yes, I think he is, 

Q. Do you know thst he 137 

A. I know there is 3 Mr. Norman Howell in Canada 
Steamships; I am not sure about the "N,F,", 


Q. Is he a director? 


Ke Of Canada Steamships? 

Q. Yes. 

Bs I don't know -- No he is not, 

Q. Is he assistant Secretary? 

A. I think he is assistant to the secretary. 


THE CHAIRMAN: Who is this man? 
A. Mr. Norman Howell. 
Q. But what is his other job? 
A MR. FRIEL: He is secretary of Kingsway Transport 
Limited. 
THE CHAIRMAN: Is that a line of trucks? 
MR. FRIEL: Yes, my lord, and he is essistant 
to the Secretary of Canada Steamships. 
THE WITNESS: That is right. 
Q. And Mr. E. G. Bowes of Kingsway Trensport? 
A. I eve never heard of him, sir. He may be 3 
Canada Steamship man but I don't know. 
Q. And Mr. J. W. MceGiffen of the Kingsway Transport 
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A. He was formerly an employee of the Canada 
Steamships. You can ask me about names indefinitely, Mr. 
Friel a If you want me to find out the facts, I will do 
it for you but I cannot answer these things. I come here 
and you start asking me about trucks, 

Q. You don't know of any association? 

“Pes I have heard it Suggested there is 3 connection. 
Personally, I do not know. I was asked yesterday about 
it in the hall and I asked Mr. Van Wyck about it last night 
and he said he did not know. 

Q. There seems to be an awful lot of absurdity about 
the fact of whether they control it or not? 

Ks If you wish me to get the information, I shall 
do so, 

Q. I think it would be desirable, yes. 

A. Well, I will answer that when I teve the 
information, or would you prefer that I Pile with the Board? 

Q. I think it will be Satisfactory if you file it 
with the Board, Do you know of Kingsway Transport 
Limited? 

A. I have seen their trucks on the street; I don't 
know anything else about ‘it. 

Q. Do you know where it Operates -- the extent 
of its operations? 

A. No sir, 

Q. Do you know whether they carry Canada Steamship 
Lines colours on their trucks? 

Ry No, I do not. of course, there is nothing very 
Signifpant in that because there sre many cartage contractors 
who carry other peoples! insignis on their vehicles. I 
understand from Mr. Van Wyck that they are our Canada 
Steamship cartage contractors in Toronto, Montresl and 
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Q. Contractors? 

A. Yes, 

Q. Would you also file the number of trucks 
Operated by Kingsway Transport and the routes? 

A. I don't know whether I can undertake to do that. 
I will try. 

Ae. The extent of the routes, wherever they operate, 
between what points? 

A. I think perhaps if you went to get information 
from Kingsway perhaps you ought to ask thet kina of 
information from them. We will give you what information 
we can. I will file a statement. 

Q. If it should develop that Conada Steamship Lines 
control Kingsway Transport, then it would be very easy for 
you to get thot information? 

A. EG ais probably going to be fairly easy for me 
to get it whether we do or not. 

CROSS-EXAMINATION BY rR, SINCLAIR 

Q. I just have one or two questions, Mr. Chairmen, 
I take it, Mr. Hansard, that the view of your clients is 
that there should be regulation of the transport medium 
whether it be rail, water or truck. Is that correct? 

A. Yes sir, I think that is so; [ agree with you, 

Q. And the reason why is because you feel that when 
these various transport media sre unregulated it leads to 
the uneconomic or the possibility of the uneconomic use of 
the unregulated media, Is thst so? 

A, That is so. It is a question of past history, 
isn't it largely? 

Q. Do you think thet the interprovincial movement of 


highway transport is regulated today? 
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A. To be honest with you, I don't know. I do not 
think so -- certainly not under any federal statute. 

Q. Well, it could not be regulated under 3 provincial 
one, could it ? 

A. Well, I don't know; they might regulate it to the 
border or perhaps they would try that until disallowed as 
ultra vires, 

Q. Well, when you sre making your inquiries as to 
the Kingsway Transport Limited, I wonder if you would 
find out for me from the Vice-President and the President 
as to whether there is any effective control of the movement 
of rates or service of Kingsway Transport between, say, 
Toronto and Montreal? 

A. I really must Say to you, Mr, Sinclair, on that 
ground that I think you are getting awfully close to a 
question of law, 

a I asked you for an "effective" control. 

THE CHAIRMAN: Where does this company operate? 

MR. SINCLAIR: As I understand it, SY .n3-f 
Operates all the way from Toronto right through to Three 
RiverS in Quebec. 

THE CHAIRMAN: That it Operates in Ontario and 
Quebec? 

MR. SINCIAIR: Yes, and has a large interprovincial 
business. It is the largest single highway operator in 
Cenada, 

THE CHAIRMAN: Men,.what is it you want Mr, 
Hansard to tell you about? 

MR. SINCLAIR: Well, there was some Suggestion, 

I think, in response to a question put by my friend Mr. 
Hume that there was some provincial regulation of these 
trucks and I asked Mr. Hansard whether there was eny 


effective regulation of the interprovinciel movement 


We sib . pont stom 2, 


: ein soiiuae! tones 
Cee: sae Cie fodliseert ae 


. 


i tt BiiO8« 
As wee 3 igh. Z ket’ wy 


fio fate den ent Bie 


mse 


Se toulan: 


Pehiekes|! ogo SARE 
«et tie et 


oer or. Ps ssersc” 
Saco) Mee ors ge EW 


5S 
visu: ~YEECGTYS qtr ' ome packieww og ae. 


oidod.diwoquier? gexapiks In solvree Io terest ha 


! 
ay 
bere toot - ye 
ones Lan 
: - 
‘nett at lcoey of wee deo heme J. .- aheie 9. 


‘euals ¥ffuter paisess ove voy sekd Does pavond Me 


te cobseauD, ie 


Yay Fob 4 


tie saab srarnlh 


aoun ed cee pid 


3 


eT iy! - 
somouh ms 


oe 


s FTL EORLS 


yotde mire onids suey pase . Tie =» ae MES 


gall bree? ‘yr 9 top cetsigenyp 9 oa oman 
J ¥ 
> steed Ye eoltsiagee Dal 

{ 


Whe Lew erat 
Ap a 


i sapioes aatemarae! <8) "eo a 


- : an 


-14345- Mr. Hanssrd cr-ex 


end I asked him if he would mind asking the head of the 
company of Kingsway Transport, if he found that they were 
controlled by Canads Steamship L nes or the Canada Steam- 
Ship Lines had an interest in them -- 

THE CHAIRMAN: Isn't that a roundabout way 
of getting at information that is published and that you 
could get just as well otherwise? 

MR. SINCLAIR: Tf don't know, Mr, Chairman. 

THE CHAIRMAN: Surely we can find out more de- 
finitely what their regulations are? 

MR. HUME: Mr, Chairman, I recall only that Mr, 
Camille Archambault Gave evidence here last fall representing 
the Automotive Transportation Association of the Province 
of Quebec and his evidence was in French but it was 
subsequently translated and I can get the volume number, 
but I remember him Saying that the Board in Quebec does 
in fact control or regulate the transport companies in 
Quebec that run into Ontario and the way it was done was 
that if they felt their rate from, say, Quebec City to the 
City of Toronto was not adhered to by them then, when they 
come back across the Quebec border they are penalized in 
Some way and that it is effective control. As to the 
legality of it, I don't know but that is apparently the 
way they are controlling the movement of these vehicles 
from the Province of Quebec into Ontario, remembering Mr, 
Chairman, that in Ontario there is no rate regulation but 
in Quebec there is, 

The Kingsway Transport, of course, have their 
head office in Montreal and if thet is there, then the 
way the Board in Quebec do AG 2 that Af they do not 
charge the rate they should between Montreal sand Toronto, 
then they call at the head office in Montreal end find 
out why and penalize them in some way. They have no juris- 
diction once they cross the Ontario border but they have to 
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MR. SINCLAIR: That is exactly the point. 
I know that the C.S.L. is a very reputable company, 
and I am sure that the Kingsway Transport, if they have 
an interest in it or control it, will also be a very 
reputable company, and that is why I wished Mr. Hansard 
to find out from the manager, he not having been before 
this eeranteeton, whether there is any - and I used 
the word effective control. 

THE CHAIRMAN: Why should Mr. Hansard find 
out from the manager? You say his company controls - - 

MR. SINCLAIR: I think it does. 

THE WITNESS: Mr. Chairman, my thought about 
this is that I want to be helpful to my friend, but it 
does seem to me that it gets very close to being a 
question of law, whether or not there is control of rates 
by the provinces. 

THE CHAIRMAN: We are not discussing whether 
or not certain regulations are intra vires, the question 
is what are the regulations? 

MR. SINCLAIR: Are they effective, sir. We now 
have it from the witness that they are there. The point 
I was trying to get at is the effectiveness of the 
regulations. 

THE WITNESS: I really must say that I don't 
believe anybody-- certainly I cannot and I don't think 
anybody in Canada Steamships could--answer that question 
for you. I think if you would want that witness to 
testify on that he should come here and speak for 
himself. Even assuming that Canada Steamships own or 
control a trucking company, that does not put Canada 


Steamships in the position of being able to testify 
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about these things. 

Q.. LP fust thought, seeing that you were 
here, maybe you could help. 

Ad Tai: tet can, but I foresee difficulties. 

THE CHAIRMAN: Maybe if you could find out 
what there is in regard to this particular company. If 
nobody else can give the information we could Ser -1t 
from the company. 

A. If I can find out anything that appears 
helpful, Mr. Chief Commissioner, I will be delighted to 
send it on. 

MR. SINCLAIR: Q. Have Canada Steamship 
Lines considered whether - - 

THE CHAIRMAN: Pardon me a moment, before 
that. I might Say that the problem looks to me to be 
this. You have inter-provincial trucking between these 
particular provinces, Quebec and Ontario? 

MR. SINCLAIR: Yes. 

THE CHAIRMAN: Now then in one of the provinces 
there is a control of the rates. 

MR. SINCLAIR: Yes. 

THE CHAIRMAN: In the other province there 
is no control of rates? 

MR. SINCLAIR: Yes, my lord. 

THE CHAIRMAN: What is the practice in such 
a conjuncture? You might find out. 

MR. SINCLAIR: There is one question of law 
that arises. Of course that is not what we are dealing 
with. 

THE CHAIRMAN: I say, what is the practice 
in that conjuncture? 

A. As to the control of rates on the inter- 


provincial movements? 
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Q. Yes. 

A. Well, if I ean find out anything 
I will be glad to send it on. 

Q. If you can find it out you had best come 
forward and let us know. 

MR. SINCLAIR: That is what I was trying to 
find out. 

THE CHAIRMAN: Then perhaps you can find 
out much more efficiently yourself, Mr. Sinclain. 

MR. SINCLAIR: No, I think Mr. Hansard would 
likely know some @¢ the men better than Tao: 

THE WITNESS: I know none of them. 

MR. SINCLAIR: Coulda get to know them. 

THE CHAIRMAN: There iS a question there on 
which we do wish to be informed. 

MR. SINCLAIR; Yes, either Mr. Hansard will 
get it, or else I will write them later and see if I 
can get it. Now, the next point I had in mind was: has 
Canada Steamship Lines, Mr. Hansard, ever considered 
whether any regulations that are now in the Transport 
Act regarding agreed charges should be amended or 
altered so that the media, for instance, water lines, 
would agree among themselves on agreed charges; that 
the railways would agree among themselves between 
competing points on agreed charges; and the trucks, 
if the trucks did come under Dominion jurisdiction, 
if the Dominion dia exercise its Jurisdiction, that 
they would agree among themselves, and that there would 
not be any necessity for the inter-relation that has 
now been found to be in the Act? Has the Canada 


Steamship Lines ever considered that problem? 
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A. I don't know how Canada Steamship Lines 
or any other body corporate could consider the thing, 
but I will say this to you. 

Q. I meant, its officers, 

Bu Ridonts know, but I will Say this, that 
as far as I am concerned merely because you have two 
railroads, two of the railways agreeing on the one hand 
and entering into agreed charges, and all the water 
lines agreeing on the other hand and entering into 
agreed charges, does not meet the problem I raise in 
my Brief, because you don't get away from the distinction 

_ that exists between water carriage and rail. 

Q. Well, it woulda preclude any wasteful 
and uneconomic competition between competing carriers 
in the same media. That is correct, is it not? 

Aed IWidown!t know, I don't see that. 

Q. Was not one of the objections that you 
made in your Brief to the Canadian National Submission, 
that the taking away of the Provision of Section 35 
now that required rail carriers between competing 
points to agree, that it would bring about uneconomic 
competition between two railways in agreed charges ? 

A. The Act as it now stands calls for them, 
where competing, to participate in any agreed charge, 
and my suggestion is that if that were removed that 
would enable one rail carrier to compete with another 
rail carrier by means of the agreed charge. 

Q. And thereby provide uneconomic services. 
I think that was the portent of the Brief. 

A. The possibility is there. 

Q. So that if the Act provided that each 
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media agree among themselves or perticipate in agreed 
charges, that would take care of that Situation because 
there would be no advantage in putting on uneconomic 
services. 

A. No, but it would not get away from the 
undesirable competition which arises as between different 
media, 

Q. Well, let us Just take the first One. 
Your answer to My question was this, that it would 
get away from any complaint as to the development of 
uneconomic transportation within each media. That is 
correct? 

A. I think that is probably so. 

Q. Now, in regard to the competing media 
oF transportation, they have different costs of 
operation. I think that is one of the points in your 
Brief, is it not? 

A. Yes. 

Q. You Say that water costs are lower than 
rail costs, so that you would agree, would not you, 
Mr. Hansard, that as long as there is the provision 
in the Transport Act that on an agreed charge it 
has to be shown that the net revenue of the carrier 
Proposing it will be increased, thet that should 
protect and it was meant to protect against any 
uneconomic agreed charge being put into effect? 

A. It has to show that the net revenue of 
the carrier wiil be increased? 

Q. The effect of it. 

A. It has to show what effect - they have to 
take into account the effect. 


Q. Which in practice means it has to show 
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that the net revenue position of the carrier will be 
improved. 

A. I don't know that that is what it means. 

Q. That has been the effect? 

A Maybe. 

Q You would not agree with that? 

A. I don't think I am in a position to 
agree or disagree. I don't know. 

Q. As long as that provision is in the 
Act, your fear about uneconomic agreed charges 
being put forward really is a fear that is not com- 
pletely Justified, is it Mr. Hansard? 

A. Well, I think that is a matter of 
argument, sir, but I don't agree with you, no. [I 
think that the agreed charge as it exists in the Act 
now works to the disadvantage of the water carriers. 

Q. The point I wanted to make was that you 
have no facts. You say it is a matter of argument. 

I found diTriculty cutting between argument and facts 
in your statement. It is purely a matter of argument? 
You have no facts to Support the suggestion that you 
put forward to the Commission, is that correct? 

A. What suggestion? 

Q. That if you took away the necessity 
of considering the effect on water carriers, it would 
be detrimental to economic transportation policy. 

A. I am speaking on behalf of a water 
carrier, sir. I am not talking about transport policy 
as a whole. 

Q. No, but I thought you gave opinion 


evidence, here,Mr. Hansard? 
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A. That may be, but I am Speaking on behalf 
of the water carriers when I say that if you take that 
out they are in an impossible position. 

MR. SINCLAIR: Now, my understanding, Mr. 
Chairman, is that he gave opinion evidence in answer 
to your lordship, and he said "in my view" and "in 
the view of my clients" (he separated that) and to that 
I was putting the question. 

THE CHAIRMAN: Evidence about what? 

MR. SINCLAIR: About the desirability of 
agreed charges. 

THE CHAIRMAN: Well, I think Mr. Hansard 
told us that in principle he does not favor agreed 
charges, but if there are to be agreed charges, leave 
the Act “as it is. 

THE WITNESS: That is my idea. 

MR. SINCLAIR: TI am Just trying to find the 
reasons behind his opinion. 

THE CHAIRMAN: Behind which Opinion, that he 
wants the Act left as it is?9 

MR. SINCLAIR: He said he thought agreed charges 
were a bad thing, but as long as there were some 
unregulated transport media he thought that that would 
be the only reason under which they could be justified. 
I think that is a paraphrase of what he said. 

THE CHAIRMAN: Then you want to argue with 
him as to whether agreed charges in themselves are a 
good or a bad thing. 

MR. SINCLAIR: Well, he gave Opinion evidence. 

THE CHAIRMAN: What is that? 

MR. SINCLAIR: I am just trying to find out 
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what facts he had behind the Opinion he expressed. 

THE CHAIRMAN: Then, if you were asked to 
State your objections to agreed charges in themselves, 
what would you say? 

A. My objection to agreed charges is that 
they are not consistent with the normal system of 
regulating rates. 

Q. That is what you have told us several 
times. 

A. Yes, well I don't want to repeat myself 
again. That is the only reason I have. I think where 
on the one hand you have a law Saying you must publish 
your rates and stick to it, and on the other hand a law 
Saying that notwithstanding you can go and make deals 
on the side, I say that is not consistent. 

MR. SINCLAIR: I am asking Mr. Chairman, whether 
he has any facts to Support the suggestion when he 
Says it is a bad thing. 

THE CHAIRMAN: That Somebody has been injured 
bY Lb? 

MR. SINCLAIR: That is right. 

THE WITNESS: I cannot Give you any details. 

MR. HUME: Mr. Chairman, just before Mr. 
Hansard leaves the stand and so that the record may 
contain the information we were discussing a minute 
ago, I have discovered that the answer to that question 
is contained in the translation of Mr. Archambault's 
evidence at Page 9, the translation of the evidence 
which appears in volume 57 on the question as to the 
control inter-provincially of a company operating 
from Quebec, and here is Mr. Archambault's evidence 


translated into English;- 


=" ‘ : re ; oO 7 100 : 
Aovapeccone Set renbse aiid) Tet eck bad wah etont teniie: 


rah APY ht gt eee me 
memepe tite: | ssa ion? ane riny ote 
PERE DY, ofheow re 


s 
-* 


bina PES 
“vice the, oe. geld 


atte. arton Lager: 


7 _ 
, * ‘ 
‘ rr. 5 .* " i 5 . * t f 
> a it Os: Ve Evi ADE, J ke ey ui : roe al a Ae . : 
‘ 
eoart 9. 
' 
‘ 
Liteawey « . af beet as yy eet T i ; \POT- i 
> = c’ 
= nll? 
: J vact ] esa: « }:et Jey... 
4° : 


£ H tek oe a J 
’ as 
» ) fer - ‘ ; 
ae Les ao ett fe ty Le Gime aes <“¢ ou F/T THOY 7 
ver, a ae 
rt 
t &.:« * : 
a f i it - Epo SO he eu ‘ id A | iWon. a q ‘- ery ae: "are 
7 y ; 
‘ ; : rs bod ie 2 a es j ' 
Jie’ Ga Sere CO: 7 i 5 ci + m2 , SMe SB": wid aS . ‘ 
‘4° 
- F or 
: f ; a ian » Mae hate “. , 
_ Sole: _ (eet 1. SPY Dees it : gebORESvege= » eae » 
tee 
f ‘ 4 2 . ’ Ce a, % <A a: 2 
: gfe ys ar FIT see ‘ WAT S02 C52 hact. vines Bad) on : b 
Bee " > Pn eS Ce . 47t - i i 


Uf HOLA; Sedic& Sl Tf Byea- | ‘ 


tel: ye 


veel. Brgansh | a 


Da 


; AS ail 
ocd “kesteo: aay, 
syedslT ORB" © ah 


TT 


esti aE beed elaine at: 


. ie 
6Hsad .: eas 2S ti ge: sonebe hr pox 
upon doy miicy at capaqe ddethes 


at! 
MT EISTO- AAC ammo. © 1D: 7 OHay9 resting Led : 


secabiro. ec! civtrededaras. ch: 


- 14354 - Mr. H. Hansard Cr.ex 


"MR. DESMARAIS: Q. Now, how are 
Governed the truckers who for instance 
Operate from Montreal to Toronto? 

he (Firet they are required to obtain 
from the Board -~-" 

(that is, the Quebec Board) 

- - "a licence on which it is shown that 

they are engaged in transportation to 

Toronto. [In addition they are required to 

file their rates with the Board. 

Q. For transportation from Montreal 
to Toronto? 

A. In the case of goods from the Provinze 
of Quebec to points outside its limits, they 
must also charge the rates fixed by the Board." 

You asked the question:- 

"They can carry these goods but as far 
as the border? 

A. Yes, and if it iS proven that a 
trucker when reaching Toronto was charging 
a cheaper rate the licence of such trucker 
would be cancelled." 

That is Mr. Archambault's €vidence on the way they are 
apparently controlling in the Province of Quebec the 
movements of goods from Quebec to points outside the 
provincial limits. 

COMMISSIONER INNIS: Is not the question not 
that of competition in the sense of the Canadian Steam- 
Ship Lines from Montreal to Toronto or to Hamilton, 
but the question which is important is the sort of com- 
petition which develops between trucks and steamships, 


Say, between Hamilton and Western Ontario or from 
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Montreal to Eastern Quebec. That is not affected by 
the situation you have described. 

MR. HUME: No, it is not affected, Dr. Innis, 
because while apparently the movement of goods from 
Quebec into Ontario is regulated as to rates, from 
evidence we have heard, from Quebec, the movement of 
goods from Ontario to Quebec is apparently not because 
there is no rate regulation in Ontario or goods moving 
inside the Province of Ontario. Certainly, Say, from 
Hamilton to Kingston there is no regulation at A415 

COMMISSIONER INNIS: I was assuming that the 
problem arose as a result of regulated package freight 
on the Canada Steamship Lines plus another type of 
regulation in provincial Jurisdiction and that 
consequently the railroads presumably were suffering 
from this type of competition, but that is not your 
point, 

MR. SINCLAIR: They could work to defeat any 
activities of the railroad. 

THE CHAIRMAN: Mr. Hume, there remains this 
point perhaps. What happens in the case of g00ds shipped 
from Toronto to Montreal, that is, not the other way 
but from Toronto to Montreal. Would those goods 
have any regulated freight rate applied to them to 
the points they would cross into Quebec? 

MR. RAPOPORT: The goods moving interprovin- 
cially must move by motor carriers who are licensed 
both in the province of Ontario and in the province 
Of Quebec. 

THE CHAIRMAN: Yes. 

MR. RAPOPORT: In the province of Quebec 


there is Statutory authority for rate control. That 
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THE CHAIRMAN: In Ontario? . 

MR. RAPOPORT: He shows 2 through rate 
from Toronto to Montreal. Now, just to be perfectly 
candid with this Commission, it is proper to say that 
that system of control ss snail F say, in the process 
of gestation, it is under very active odriexa mus EiUi . 

I know that from personal knowledge and any day 
it may be an accomplished fact. 

THE CHAIRMAN; By whom? Who is considering 
it, the two provinces? 

MR. RAPOPORT: The Province of Quebec under 
its Board established under the Transport Act is now 
considering that matter. I say it is under very active 
consideration and will be in due course finalized. 

THE CHAIRMAN: Well, is the province of 
Ontario doing anything similar? 

MR. RAPOPORT: No, because in the Province 
of Ontario we do not have rate control. 

THE CHAIRMAN: TI know. 

MR. RAPOPORT: To the extent that it is 
authorized by statute: 

THE CHAIRMAN: Ana they are not moving on 
it either? 

MR. RAPOPORT: If I said they were, Mr. 
Chairman, [I might have the Combines Act Department 
at me, $0 I would prefer not to answer that question. 

COMMISSIONER INNIS: You have answered it. 

THE WITNESS: I wonder if T might be excused 
Mr. Chairman, I have another appointment. 

TTHE CHAIRMAN: You see, you are here now and 
we must seg what decision we can make. 


YMR. RAPOPORT: What I rose on my feet to 
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answer, Mr. Chairman, was the inference created by 
because 

counsel for the C.P.R. who Said that/the witnesses fop 

the Canada Steamship Lines might have some arrangement 

Or deal or through rate with a motor carrier, they 

could then defeat the railway. I say that from what 

I know of motor carriers that is not so because the 

witness has told the Commission that there is only 

a through rate on canned goods Soing somewhere between 

Cornwall and Ottawa and there is no established 

practice. 

MR. SINCLAIR: It is a fact ~~ = 

THE CHAIRMAN: Mr. Sinclair, both of you, 

I don't think this is the time to start arguments 
between counsel now. 

MR. SINCLAIR: But I do think in fairness - - 

THE CHAIRMAN: In the meantime we have Mr, 
Hansard here in the box. Has anyone any questions to 
put to him? 

MR. COVERT: I have a few. 

MR. RAPOPORT: fT just wanted to object to 
any inference that may have been created by any state- 
ment by the counsel Of the C.P.R. 

MR. SINCLAIR: TI would just like to say that 
if Mr. Rapoport who igs constantly giving evidence at 
the counsel table here wants to bring someone in here 
who will talk about contract rates of truckers between 
Montreal ana Quebec, we will be very glad to cross 
examine and we hope the cross examination would be of 


benefit Go the Commission, 


(Page 14360 follows) 
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THE CHAIRMAN: All right. Now, for the time 
being, let us deal with Mr, Hensard, who is anxious to 
Set away. 

MR. COVERT: Q. TI have Just one point I would 
like to take up with Mr. Hansard, It was intimated that 
the Canada Steamship Lines may have some agreements for 
bulk traffic, I just wanted to find out, if they do 
have those agreements, if they are on the basis that 
they preclude the customer from shipping by some other 
transport means? 

A. That is a thing about which I have doubt. I 
do not think so, but I will have to find that out, 
Neither Mr. Van Wyck norI are in a position to answer 
that question today, 

Q. I think 1t might be very interesting tf you 
could find out whether it is the practice of the Canada 
Steamship Lines to make an agreement to provide that 
they must haul by steamship and by no other means, 

A. If I may, then, when I get a copy of the 
transcript, I will note these various points and submit 
a statement on them. And if that is not sufficient, of 
course we would be delighted to come back at any time. 

THE CHAIRMAN: Very well. 

COMMISSIONER INNIS: Q, I want to ask one 
Question. Who are your main competitors by water? 

A. In the package freight field? 

Q. Yes. 

A, We are much the largest in that field. Then 
there is the Northwest Steamship Company, and the 
Northern Navigation, which is really a division of 
Canada Steamship. But we do the great bulk of the 
package freight business. 

Q. Northern Navigation is part of your firm? 
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A. Yes, it is a division of Cenada Steamship, 

Q. So, in a sense, you pretty well have a 
monopoly? 

A. No. There are lots of other people who are 
licensed to do the business. But I think we do the 
bulk of it. 

COMMISSIONER INNIS: That is a 

MR. COVERT: Q. In the case which is 
referred to in your brief, that of C.N.R. and CYS sLA3 
the case which went to the Privy Council, in that case, 
the goods which were being hauled, was that traffic 
going from the east to the west? 

A. Yes, 

Q. And as a matter of fact, both the shipping 
companies, the Canada Steamship and the railways 
combined in an effort to move those goods? 

A. Only some of them. Some moved On water, some 
On lake and rail, and some all rail. The figures are 
given in the Board's judgment. 

MR. COVERT: Thank you, 

THE CHAIRMAN: Very well, thank you, 

Mr, Hensard, 

THE WITNESS; Thank you. 

THE CHAIRMAN: Who is next, Mr. Covert? 

MR. COVERT: Mr. Chairman, yesterday you 
asked Mr, Sinclair for a statement on international 
rates. He now has his statement and perhaps we should 
have it now? 

THE CHAIRMAN: Very well. 

MR. SINCLAIR: Mr, Chairman, yesterday during 
the submission of the T.S. Woollings & Company brief, 
I undertook to secure certain information. And I now 


have a statement which I would like to put on the 
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record. A copy of it will be forwarded to Mr, Duffy, 

Joint through rates between points in eastern 
Canada and points in eastern United States are governed 
by the official Classification applicable between points 
in the United States, They are not governed by the 
Canadian Freight Classification, 

Rates between points in eastern Canada and 
points in eastern United States are invariably increased 
at the same time and to the same extent as rates be tween 
points in eastern United States. Such rates are not 
again increased when increases take place in intra. 
Canadian rates, 

When the United States railroads apply to the 
Interstate Comeerce Commission for an increase in rates 
within eastern United States, such railroads, ator 
about the same time, make application to the Board of 
Transport Commissioners for Canada for authority to make 
such increase in freight rates between points in eastern 
Canada and points in eastern United States effective 
at the same time and to the same extent as may be 
authorized within the United States. A similar 
application is at the same time made to our Board of 
Transport Commissioners by the Canadian railways, 


The Board of Transport Commissioners for 
Canada do not take any action with respect to these 
applications until the decision of the Interstate Com- 


merce Commission is made known and a copy received by 
them, the Canadian Board. It is then the practice of 
the Board of Transport Commissioners to grant authority 


to make the same increase in rates between points in 

eastern Cenada and points in eastern United States as 

may have been authorized within eastern United States, 
The most recent petition of the United States 


railroads in this matter is in connection with increased 


international rates and charges, 1948, dated 19th October, 
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1948, in which Petition the following statements were 
made : 

"The conditions which call for and necessitate 
an advance in rates and charges within the United 
States apply equally to international rates and 
charges, and, in fact, the revenue within the 

| United States on international traffic forms part 
of the revenues which are inadequate to meet the 
needs of the United States carriers," 

THE CHAIRMAN: Parts of the revenue which 
are what? 

MR. SINCLAIR: Inadequate to meet the needs. 

THE CHAIRMAN: Inadequate? 

MR. SINCLAIR: Inadequate to meet the needs of 
the United States carriers. This is an extract from the 
petition of the American carriers to the Canadian Board, 

"An advance in all of these rates and charges equal 
to the advance made on rates and charges within the 
United States is necessary in order to afford 
petitioners the measure of relief necessary in the 
premises. There is a large and important movement 
of railway traffic between points in the United 


States and points in Canada; much of this traffic 


moves on joint rates which are Quite generally 
related to the rates applicable within the United 
States; it is, therefore, necessary to the con- 
tinued orderly movement of such traffic that there 
Should be increases in the rates applicable thereon 
harmonizing with those authorized for application 
within the United States," 
The petition of the Canadian railways in 
support of the petition of the United States railroads 


to which reference is made, dated 3rd November, 1948, 
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contained, &mong others, the following paragraphs: 

"(a) Joint Rates and Charges, Your 

petitioners -."' 

In this case being the Canadian railways, 
"== believe that the Statements made in the 
Petition of the United States Rsilroads aforesaid 
are true and correct, and represent that i+ is 
expedient in the public interest, that the con-= 
tinuity of joint through rates end charges should 
be preserved from points in the United States to 
Canada and vice versa; also between points in the 
United States through Canada, in order to permit 
the Canadian Railways to continue to participate 
in this traffic via established routes Operating 
through Canada, 

4, The international rates and charges are 
&pplicable between points in Canada and points in 
the United States, in both directions, and also 
between points in the United States through Canada 
and involve participation by railways of both 
countries, They are published as joint rates and 
charges not related to, nor divisible at, the 
boundary between the two countries, They apply 
in general over various routes between the same 
points and involve, as between the railways of 
the two countries, varying bases of division," 

In this connection I would direct the 
Commission's attention to the Board of Transport 
Commissioners! Orders 71774 of 31st December, 1948, 
and 72905 of 12th August, 1949, 

Should the Interstate Commerce Commission 
and the Board of Transport Commissioners not permit 


the same increase in international rates, and at the 
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same time as rates within the United States are increased, 
there could not be a continuity of equality in through 
international rates through all gateways. It can be 
readily seen that were such increases confined to the 
proportion of the rates accruing to the United States 
railroads and were the rates between two given points, 
like Montreal and New York, applied by many routes, 

some of which have a short haul in Canada and a longer 
haul in the United States, while other routes have a 

long haul in Canada and a short haul in the United States, 
the continuity of through rates on the basis of equality 
would immediately be destroyed. It is only by increasing 
the through rates in the same manner @s within the United 
States that such equality can be preserved. 

Your lordship asked, at page 14240 of the 
transcript, if the Interstate Commerce Commission 
followed the practice of applying Canadian freight rate 
increases to international Joint through rates in the 
same manner as the Board applied American increases, 

As I said earlier in this statement, they do not apply 
them again, 

THE CHAIRMAN: They do not what? 

MR. SINCLAIR: They do not apply the 
increases twice. But as Mr. Covert pointed out 
yesterday, this point has not arisen. I am instructed 
that this is because the American carriers have today 
received quicker relief from the Interstate Commerce 
Commission than have the Canadian carriers from the 
Board of Transport Commissioners. So that when I 
said "Yes", the answer was wrong. The point has not 
arisen, so there is nothing to show what the position 
would be. In theory, the same reasons which are 


applicable, and as set forth in these two petitions, 
would be applicable if, in future, the Canadian roads 
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were not fo: tunate enough to have their relief quicker 
than the relief given to the American carriers, 

MR. COVERT: I wonder if Mr. Sinclair could 
tell us if the difference in the level of rates between 
the two countries was really the thing which caused the 
difficulty, and would it not be likely that if the level 
of rates were higher in the United States, that the 
carriers would likely want higher rates applied on both 
Sides of the border? 

MR, SINCLAIR: TI was going to come to that, 
That was the second point, I think, which was raised, 
and maybe this will answer it, 

THE CHAIRMAN: Am I right? We seem to be 
dealing all along with rates in the eastern parts of 
the continent, eastern Canada and eastern United States. 

MR. SINCLAIR: Yes; and the reason is that 
there are many more through rates between eastern Canada 
and eastern United States than there are between western 
Canada and the central United States. The submission 
of Alberta was that traffic which was moving in the 
east was and should be within the rates which were 
pulled up beyond what we could get by making arrange-~ 
ments with the American carriers, and that we were 
never able to do anything more than that. The second 
‘ point was the one raised by the suggestion of Mr .Duffy. 

THE CHAIRMAN: That is right. 

MR. SINCLAIR: That when rates between 
points in the United States were increased, inter- 
national joint through rates between points in Eastern 
Canada and eastern United States for the same or 
Similar distances should not follow the United States 
increases, 


It is submitted that, generally speaking, 
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there is a higher basis of rates in the United States 
than there is in Cenada. But we submit that 1f the joint 
through international rates were not increased along with 
the United States increases, irrespective of the com- 
parisons mile for mile, that great dislocation would 
take place; and we have two examples which we think 
1llustrate the point. 

| First of all, there are movements, and these 
are actual movements; these are not paper rates, There 
are movements of pulpwood from points on the New 
Brunswick division of the Canadian Pacific Railway to 
Rumford, Maine. Let us say the rate from Houlton, Maine, 
and Woodstock, New Brunswick; to Rumford, Maine, are 
equal. It would be manifestly unfair to increase the 
rate from Houlton, Maine, to Rumford, Maine, and not at 
the same time make a like increase in the rate from 
Woodstock, New Brunswick. That is, when there is an 
American carrier serving an American mill from an 
American port, and a Canadian carrier serving that same 
mill from a Canadian point, that would be where the 
American carrier would be increasing the rate, on the 
American haul, against the position of the American 
producers of pulpwood in favour of the producer in 
Canada, where he has control by becoming the carrier 
into the mill at Houlton, Maine. 

The second example is that of newsprint. The 
rate On newsprint paper from Millinocket, Maine, and 
Shawinigan Falls, Quebec, to Chicago, Illinois, ts the 
same. Should the rate on newsprint paper from 
Millinocket, Maine, to Chicago, Illinois, be increased 
and the rate from Shawinigan Falls not increased in a 
like manner at the same time, the producer of newsprint 


paper at Milinecket, Maine, would certainly complain 
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bitterly to the Interstate Commerce Commission about 
the reasonableness of the rate which he was being 
charged, &nd the pressure would be on the American 
carriers in connection with these rates. It is there- 
fore the submission of the Canadian Pacific that only 


by increasing the rates in the same manner and at the 


same time that rate equality of the character described 
can be preserved. That Statement is in accord with 
instructions which I have received. 

COMMISSIONER INNIS: This presumably is a 
Convention which is drawn up, this question of handling 
the increases in rates by the Board in relation to the 
E.0.C, 

MR. SINCLAIR: Yes, sir, 

COMMISSIONER INNTS: Do you know how far back 
it goes? 

MR. SINCLAIR: TI think that ever since -- 
there was one exception to it, which, I think, came 

out when Mr. Matheson | was on the stand, when the 
Wartime Prices and Trade Board, at one stage, and for 
& short period, refused to 80 along with this Situation; 
and I think we put on the record the difficulty which 
was occasioned by it, or I wrote a letter to Commission 
counsel, And that, Mr, Jefferson recalls to my mind, 
is only in regard to import and export rates, where the 
Canadian rate was related to the American ports, that 
was the port differential, But Dr. Innis' question 
was how long was this practice of the Board of applying 
Interstate Commerce Commission increases on international 
traffic, or how far back does it apply. Mr. Jefferson 
says it has been in force ever since he has been in 


Canada, which is since 1913, 
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COMMISSIONER INNIS: How does it involve 
some sort of contradiction in Canedian attitude towards 
exports? Let us say, if exports are going to Great 
Britain, we subsidize or lower the rates, but if exports 
are going to the United States we &re compelled to 
increase the rates. That does not affect the railway 


companies, but it is a matter of national policy. 


(Page 14375 follows) 
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MR. SINCLAIR: There is this situation too, is 
there not, Dr, Innis, that of movements to the seaboard? 
The Canadian carriers control the whole movement; and on 
movements to the United States you have always to bring in 
to line the American carriers, and sometimes there is not 
one of them, but five or six or seven, There are these 
various gateways; and if we cannot negotiate and make 
deals with them, they will Just take out the rates. 

COMMISSIONER INNIS: I understand that, and as 
I say the railways are not involved, But it does seem 
to me to apply a contradiction to the national policy. 

Lt 1a /audabdon from the Standpoint of the national policy, 
whether they should Subsidize these rates as they sub- 
Sidize the rates to Great Britain, and have a consistency 
in the policy. That is not a question that concerns 
you? 

MR. SINCLAIR: No, but it is a matter that we may 
have Something to say on. 

MR. COVERT: Before we leave that point, Mr, 
Chairman, it seems to me that we never quite get the 
complete information about the international rates that 
we need, and there are quite a few points that are still 
not settled, For example, the first example given by 
Mr. Sinclair -~- 

MR. SINCLAIR: You mean as to the pulpwood? 

MR. COVERT: Yes, 

MR. SINCLAIR: I am Sorry, but I have just given 
my copy to the reporter, Is there Something you wanted? 

MR. COVERT: In that case Mr. Duffy said yesterday 
that there was never any relation between that American 
rate and the Canadian rate. Now that point is not 
cleared up, because I gather from Mr, Duffy that there 


is, I think -- 
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MR. SINCLAIR: One hundred and twenty-five per 
cent? 

MR. COVERT: I think it is the relationship of 
125 per cent. So that in the example which Mr. Sinclair 
gave of the Houlton, Maine, and Woodstock and some other 
points in Maine, to another point in Maine, does now, Lf 
Seems to me, apply., I do not know the answer, but that 
is one of the points that will have to be cleared up. 

THE CHAIRMAN: I may Say now that we will have 
to depend on you, Mr. Covert, and Mr. Desmarais, to get 
that information from the outside, 

MR. COVERT: Yes, 

THE CHAIRMAN: You will have to go into this 
question more thoroughly, and get the points clearly. 

MR. COVERT: Yes; but it does seem a pity to me 
that we cannot get it clear on the record. 

THE CHAIRMAN: But you could put it into the 
record after you get it. 

MR. COVERT: Yes, 

THE CHAIRMAN: But I think the railways will 
have to make it available. 

MR. SINCLAIR: We shall be very glad to do so, 
Mr. Chairman. I think the difficulty here is that the 
Scale which Mr. Duffy was talking about is not applicable 
to the territory in which I gave the examples. 

MR. COVERT: That may be So, but the point: that 
I would like to find out is why the witness and the rail- 
Ways can never seem to get into any agreement on the 
subject of international rates at all. Mr. Dufty/said, 
at page 14042 of the transcript, but it seems to me we 
never get the question of the international rates settled. 


I am bringing the point up now so that the railways will 
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have every Opportunity to get the information, if they 
can, which must be under their control, and give that 
information to the Commission a little more clearly, 

MR. SINCLAIR: We do not want to appear derelict; 
we are trying to do that. : 

THE CHAIRMAN: Mr, Sinclair, as a reminder, we 
are specifically committed to review the Railway Act with 
respect to such matters as guidance to the Board on inter- 
national rates. 

MR. SINCLAIR: Quite so. 

THE CHAIRMAN: That is a specific commitment, and 
the time must come when we shall have all reasonable 
available evidence from all quarters on that question. 

MR. SINCLAIR: Possibly the difficulty is that 
the men who are giving me my instructions understand the 
thing so completely, and I think I understand it when they 
talk to me, it may be that when I start to put it on the 
record I mix it up a little bit. I do not know, 

THE CHAIRMAN: There is time yet to have the 
Subject clarified and be made more complete, We look 
forward to it. 

MR. SINCLAIR: We would be glad to answer any 
questions, 

THE CHAIRMAN: Since we have to report on it we 
must have all the material before us. 

MR. COVERT: May I point out one more thing, with 
a view to having a little more light thrown on it? 

THE CHAIRMAN: Yes. 

MR. COVERT: I should like to know exactly what 
Mr. Sinclair meant in his statement this morning. .. 

I should like to have his Statement before me, but un- 


fortunately he gave it to the reporter, I think he 
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referred to the interruptions; he referred several times, 

I think, to the continuity. I am not suggesting that 
there is anything wrong with the statement, but the thought 
that struck me was that I could not quite see why the con- 
tinuity would be disturbed if the same increase was not 
granted in Canada. That is another point that bothers me, 
I am not Suggesting that he is not correct in every way, 
but I think there should be some fuller explanation of 
that. It does seem to me that the question of interna- 
tional rates is very, very important, There is a tre- 
mendous dollar volume of traffic that goes over the 
international rates. 

THE CHAIRMAN: Yes, 

MR. COVERT: They have been Specifically men- 
tioned, as your lordship points out, in our order in 
council, and any information that we could get would be 
very helpful. I know the railways are probably in 
a better position to give it to us than anyone else, The 
particular statement made by Mr. Duffy, at page l4ohe, 
which I read over two or three times -- 

THE CHAIRMAN: What is that? 

MR. COVERT: The statement of Mr. Duffy at page 
14ak2 of the transcript, where he Says: 

"There is just one thing, and I believe Mr, 

Jefferson will bear this out. The attorney said 
that if the Canadian carriers did not accept this 
increase the American carriers would take the full 
increase on the through rate for themselves, a 
think that is cleared up in the Commission's de- 
cision when they say the joint through rate or 
factors of combination rates which are used in the 
movement of traffic to or from Canada or Mexico 


may be increased to the extent of their jurisdiction, 
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Which means that only that portion of the rate 
which accrues to the American carriers will be 
increased under their decision, and not the 

full meausre af the rate from point of origin to 
point of destination and have it all accrue to 
the American carriers, They would only get 
the increase on their portion of the rate," 

MR. SINCLAIR: I think, with respect, Mr. Covert, 
that we have made that clear many times, but I would be 
Glad to put it again. It is this: the American carriers 
have no compulsion to iaiey/ soa through international 
rate. If they take out the route, that is one thing; 
they have the power to do that. Then the shipper is left 
with the combination of locals on the border, 

There were some exceptions in Mr, Duffy's case, 
that I am instructed are being taken care of by the offer 
that was made to him. But the general rule is that the 
combination of locals make it higher than the through rate; 
and, if we did not go along with the American carriers, and 
the shipper was left with the local rates, he would be 
paying, we say, as much or more than if the American 
increases applied throughout, and the American carriers 
would be getting all the money and we would not be getting 
aio f 1b. 

I do not know that that makes it clear, but that 
is the way we understand the Situation. Certainly ques- 
tions of international rates and jurisdiction in regard 
to them have been before the courts many times, and there 
is no question about Jurisdiction, 

THE CHAIRMAN: Would the result,that you have 
Just outlined, as beneficial to the American carriers, 
apply to the traffic going both ways, that is from Canada 
to the United States and from the United States to Canada? 
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MR. SINCLAIR: Yes, my lord; we would have the 
local rate at the border, or the local rate from the border, 
depending on which way the traffic was going. 

THE CHAIRMAN: Very well then. 

MR. SINCLAIR: Possibly the best thing to do would 
be to set out two or three questions, and then I would 
consult Mr. Jefferson and get some instructions and put 
that on the record. 

COMMISSIONER ANGUS: Would the answer you just 
gave, Mr. Sinclair, depend a little on the relative length 
of the haul in Canada to the haul in the United States? 

If the haul in the United States were very short, would 
the Americans, so to speak, still have an advantage? 

MR. SINCLAIR: There is of course the disparity, 
depending on the length of the haul in the United States. 

I do not think, Dr, Angus, that, dealing with the American 
carriers -- speaking from the little experience I have had 
with them -- they are pretty cagey on dealing with in- 
dividual instances. They will take the over-all view; 
for instance, in the N.Y.C. or the Pennsylvania, places 

of destination which are close to the border and far away; 
it is then a matter of bargaining. 

MR. COVERT: Mr. Chairman, may I put something 
else on the record? 

Supposing, for example, there is the situation 
in the United States where they have, we will say, increases 
in rates of up to 68 per cent; whereas, at the same time in 
Canada the increases were only 21 per cent; presumably the 
68 per cent increase would apply generally to all rates 
in the United States, including the international rates, 
that is the portion of the joint through rates, and then 
the American railways got that rate on the basis of an 
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the final result we have in Canada the situation where 

they get, say, a 68 ber cent increase on their portion of 
the joint through international rate, whereas the rest 

of the rates in Canada may have only a 21 per cent increase, 

MR. SINCLAIR: May I answer that point now? 

MR. COVERT: Yes. 

MR. SINCLAIR: If that is true, then the through 
rate which is on file with the Board is unreasonable. 

The question has been before the Supreme Court of the United 
States, and the Supreme Court has held that the through rate 
was an unreasonable rate, and forced the American carriers 
to put in local rates where American carriers did not 

have local rates to the border, I think the case is 
Lewis-Simas-Jones and involved shipments between Texas 

and Mexico. 

If the proposition as put by Commission counsel 
1s a governing factor in the rate situation, the fete 
be an unreasonable one, and the Board in Canada has the 
jurisdiction, because the tariff has to be filed with them. 
They have no jurisdiction to put in the rate, but they 
can say that the rate is an unreasonable rate and they 
will not accept it. 

THE CHAIRMAN: Have they ever said that? Have 
they ever taken such action? 

MR. SINCLAIR: In Canada? 

THE CHAIRMAN: Yes. 

MR. SINCLAIR: I know they have in the United 
States; Mr. Jefferson Says that he knows of none in Canada. 

MR. COVERT: The reason for bringing these points 
up is that we have a few minutes at this time, and it does 
not seem a practical point at which to start another brief. 


I thought we might take this opportunity to bring up these 
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points, so that they can perhaps be studied a little more 
carefully. 

The second thought is, Supposing there is an 
increase granted in the United States, why must the same 
increase be granted in Canada on that joint through inter- 
national rate? Why is that essential? Is it based 
on financial needs of the railways here? Is it the 
continuity to which they referred? Is that the guiding 
thought that makes it necessary that the increase should 
be the same right through? Does it bring about diffi- 
culty between the American and the Canadian railways with 
respect to a division rate? 

For example, we will Say there is a $4 rate from 
a point in Canada to a point in the United States, $3 of 
which is for the Canadian haul and $1 for the American 
haul; and we will Say that the distances are 100 miles 
in the United States and 300 miles in Canada, Now let 
us assume further that the Interstate Commerce Commission 
grants an increase in the through rate, and there is an 
application filed in Canada at the Same time. We will 
Say that it is 30 cents on the dollar, or 30 per cent on 
the total; that is $4.20 increase, so that the through 
rate would be $5.20. Is there any reason why the 
American roads should not Simply increase their portion of 
that through rate to $1.30, and the Canadian application 
not necessarily be increased 90 cents, but should go 
before the B.T,C. and Say our needs are such and such? 
Perhaps those would continue on the Same rate, perhaps 
2l per cent increase or 8 or 10? 

MR. SINCLAIR: Maybe I could help you on that 
point. I was thinking of the point raised by Dr. Angus. 


For example, we will take the Shipment of lumber 
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from Vancouver to Boston all by rail. That rate is the 
same as the rate from Seattle to Boston, all rail. Lumber 
from Vancouver can go to Boston by Sumas and on to the 

Great Northern and directly on to the American road in 
British Columbia. Or, it can go Canadian Pacific until 

we go down into the United States through Wells River and 
Newport, Vermont. How then can you establish the answer 
when the rates from Seattle to Boston and Vancouver to Boston 
are the same to start with? The lumber can move via the 
Canadian Pacific all the Way across the country, and down 
through Newport, Wells River, Vermont, or move via Sumas, 
Washington. We have got to have the route SELup Ato 

get that traffic through Boston, Maine, But they are 

not going to allow those rates to stand at a differential 
below the movement with their American connections, where 
they might get a longer haul. 

COMMISSIONER ANGUS: When you say "they" are 
not going to allow Something, do you mean the Interstate 
Commerce Commission? 

MR. SINCLAIR: No, I mean the Boston and Maine. 

MR. COVERT: The Boston and Maine Railway? 

MR. SINCLAIR: Yes, 

on 

COMMISSIONER INNIS: Did the Board consider/the 
question of reasonableness the position of the producer? 

I am thinking of the pulpwood producer, I presume you 
are being deprived of the market as a result of the 
increase, and to all intents and purposes it is really 

a protective device favouring the American producer of 
pulpwood as against the Canadian producer of pulpwood. 
Would that argument be listened to by the Board? 

MR. SINCLAIR: I would think they would take 
cognizance of it, but the position of the traffic officers 


is that the rate is reasonable, and they think the traffic 
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Will move, AS to the offer they have made to Mr.Duffy, 
Mr. Duffy has not tried the rate; he merely says, "I wouldn't 
think so," But the proof of the pudding is in what 
happens. The best Judgment of the Canadian carriers is 
that the rate they have proposed will move the traffic, 

For instance, the Canadian Pacific Say, we have a thousand 
ecars.in the United States and we want that thousand cars; 
we. would like to move them, and we do not want them left 

in the United States; they are not creating revenue for 

the Canadian Pacific, There is that motivation for us to 
try and get traffic moving off our lines, 

COMMISSIONER INNIS: [ understand that, but I do 
not understand the Sharp decline which he notes in his 
brief in the €xport of pulpwood from the particular con- 
Stituency with which he is concerned, 

MR. SINCLAIR: With great respect to Mr, Duffy, 
because he certainly has a great deal of knowledge of traffic 
matters, I think there are many factors involving the 
use of pulpwood and material of that kind that he has not 
given proper consideration to, He takes what he thinks 
is the answer, which is the one he is closest to, and that 
is the reason why the traffic is falling off, I 
Suggest there may be many other reasons, 

MR. COVERT: There have been three briefs sub- 
mitted to the Commission on this very point. 

MR. SINCLAIR: Two of them are by the same 
company; Mr. Duffy, and this man in Toronto gave the same 
brief; that is the same company; then the buyer that gave 
the brief is with the Same organization, 

MR. COVERT: There is a third one before us which 
has not been heard yet; it is from some association in the 
province of Quebec, its name I have forgotten. I point 


that out because it is a rather striking thing. It was 
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apparently hitting this industry to a tremendous extent. 
There may be Something else besides the freight rates, 

as Mr. Sinclair points out. They have all Suggested 
that it is the tremendous increase in freight rates, For 
that reason I think the Commission would be very much 
interested in knowing what happens on February 14, 

MR. SINCLAIR: We cannot tell, You see, 
before the war we knew that a lot of wood came into the 
United States from overseas, Norway and places like that. 
These sources of Supply, because of the war, have dried 
up; and there was a tremendous expansion in the woodcutting 
industry in Canada. Also, the paper making industry 
has changed; there is 4 fluctuation in trade; and there 
is the opening up of sea lanes and ocean routes, There 
are many factors which have an effect on the commercial 
angle of the movement of pulpwood and wood pulp and paper, 
We would like to get a good deal of information before 
the Commission, if we could, but this is a commercial 
business we are trying to get in behind, and some of it 
is international, The difficulties are great. 

THE CHAIRMAN: We shall now adjourn until 2.30, 


~--At 1 p.m. the Commission adjourned to meet again 
ave 2<30 Bim. 


(Page 14388 follows) 


 phemian euctiomet o od Yetenbdt, 2489, meas 
7 | U 
aesrTi tages sot god( eels. gothiwaioes. 6 5 iameohalel Anas 


‘ a ~ 


a “a =% 
batsosygus tis <en ate | Sho pode Get. srnionte ee a 


Otc aa me 
newattodd eb: attest - 
a atin Leathe: ated: I meee” + shai 


, 
Songer’ o>  garowed Decke ealwempt Ale bes ewrasas: Pe 
‘cn a alad ions ‘ hii : WREE. . , a. . 


aa | ~t.ue chngkt. Meath ba te Geld Sree 


Hroud’d . vbtierite: TO beotwoe Samer é 
—T « s% © - Uy 
Che wry eee | OE % ; Pa?) ie 
iti cpetstin raga: ott, a tents: ot: yard ecmeaw! 


. : : <~_ im v2 ° a sd PT , co. or 
Fig esi uit ate) at) fat Bina.) = 4%; a Se € ePiet He) simmers S Bt ft" * 


reine? Bene: . Sorttéadd enti chore oobi perkeesti Germ See Bees 


oroiitee Tan o£ 


-14388 - 


Mr. Herries er-ex 


AFTERNOON SRF SSION 
iene 1 ON 


MR. COVERT: The Commission will remember that 
in dealing with the Alberts Submission, they hed put in, 
I think it was, Volume 6 dealing with the highway 
transport in Alberts and Mr. Hu Harries, the witness, 
put the brief in ana we undertook, I think, to have him 
available here for cross-examination for Mr, Sinclair, 
Mr. Harries, would you take the witness box please? 

MR. SINCLAIR: [I think I should say, sir 
and Mr, Covert, that it was on behalf of the railways and 
the Railway Association of Canada. Mr, O'Donnell was 
absent at the time go that it was not just cross-examination 
by myself but also by the Railway Association, 

MR. COVERT: I understand that Mr. Hume has some 
questions, Perhaps you would like him to proceed first? 

MR. SINCLAIR: It does not make any difference, 


MR, HU HARRIES RECALLED 

RECALLED 
CROSS-EXAMINATION BY MR. HUME, 
OE IN UME 


Q. Mr. Horries, just one or two questions in 
connection with the Province of Alberta's brief on 
Highway Transportation and certain points that arise out 
CF 1G, =f wonder, can you tell us what is the position of 
your province on the matter of the surrender of control 
over trucking to 9 federal authority? 

A. I think the Province of Alberts is on record that 
they will not Surrender their constitutional rights in 
connection with the control of intra-provincisl trucking, 
nor will they co-operate with other provinces to set up 
uniform truck regulation if such uniform truck regulation 


provides for rate regulation to which the Province of Alberta 
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is opposed in principle, 
COMMISSIONER INNIS: What is the basis of this 
attitude? 

Ris Well, first of all, the Province of Alberta 
considers that the control of trucking intra-provincially 
is a constitutionsl right which it holds and which it will 
not give up and as far as co-operation with other provinces 
to set up uniform truck regulation is concerned they are 
Opposed to that because ag 38 matter of principle they are 
Opposed to rate control of trucks, 

Q. But there must be Something more than Just pig- 
headed constitution? 

As Well, they are Opposed to the control of the rates 
in the truck industry by an administrative body. They won't 
do it themselves ana they won't surrender any power -- 

Q. You do not know why they take this attitude? 

As They believe that rate control over trucks is not 
in the interests of the people in the province, 

Q. Why is it not in their interests? 

A. Because the government of Alberta accepts the 
position ie ious and the use of a certificate of 
convenience and necessity, which everyone, I think, agrees 
must go hand in hand is one way of presenting 9a government 
Sponsored monopoly into the trucking industry and the 
Government of Alberta do not see that the benefits that 
would flow from that would be for the betterment of the 
Shippers in Alberta and the consumers, 

Q.- Well, does it appear that they might lose 5 
weapon which they could wield against what they regard as 
3 railway monopoly? 

A. I think that that is certainly a factor, that the 


present method of pricing railway services is a consideration. 
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MR. HUME: If I may follow that 8long, Mr, Harries, 
in your brief on Pages 10 and 10-a in the copy I have 
(I presume it is the Seme, mine has a blue cover)-- 

A. Yes, that is the same one, 

Q. Reading just from the last paragraph at the 
bottom of that page dealing with the Subject that Dr. Innis 
has raised, you state: 

"Regulations designed to control the business 
aspect of highway transport have long been demanded 
by certain interested groups." 

May I ask you what you mean by "interested groups" there? 

A, Well, first of 911 the demand stems from the 
railways historically ana from railway unions and so on 
and then lately it has come from the highway industry 
itself. 

Q. Then you go on to say: 

"The general appeal of this demand has not 
been very great. A Study of the matter indicates 
that there are sound reasons for not endorsing general 
highway transport control." 

Turning over then to the next page, Page 10-A, do I 
understand that the next two paragraphs set out the province's 
view in answering Dr, Innis' question as to why you do not 
think that control of rates and so on is in the best interests 
of the people of your province? 

A. Yes, 

Q. Perhaps for the sake of anybody following this 
in the record, I might read the next paragraph: 

"Any legitimate demand for the control of highway 
transport must proceed from the essumption that un- 
regulated or non-uniformly regulated highway transport 
markets function unsatisfactorily in terms of economic 


results. An attendant assumption is thet public control 
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Will remedy these undesirable market results. 

In appraising the effectiveness of the highway 
transport market there sre two general considerations 
which must be recognized. The first of these is the 
matter of the results obtained, between the industry 
and the Shippers; the second is the matter of the 
results obtained between the trucking industry and 
other tronsport agencies." 

Does that set out? 

A. Yes, that is the basis, as it were, 

@. And then you proceed to deal -- (a) and (b) with 
those two headings? 

A. That is right sir, 

COMMISSIONER ANGUS: There seems to be an 

apparent difficulty of this Sort. As T understand it, 

the complaint is that in Ontario, there being truck 
competitive Gmina cablished by the railways which are 
Said to have railway revenues indirectly and have 
imposed a burden on railway rates in Alberta, now is it 
perfectly consistent to take this position in relation 

to Alberta itself while not in a sense complaining about 
the results of a Similar condition in another province? 

a I think that igs a very fair point, Our position 
has not been ond I do not think any where on the record has 
our position been stated that we are against the railways 
granting competitive rates in Onterio or for that matter 
anywhere where there is competition, We believe, and any 
amendment that we have suggested and the general tone of 
our brief dealing with competition has Suggested that the 
railways should be free to meet competition send we do not 
Say that that is wrong and we recognize that in some in- 
stances it does throw a burden on the non-competitive part 


of the traffic. But we think that that is 5 justifiable 
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burden provided always that the railways do not make rates 
which sre lower than necessary to meet the competition. 

Now, I think the attitude of the Province of 
Alberta has been stated very forcefully in connection with 
what have been termed "give away rates" and by that we 
mean rates which are lower than necesssry to meet the 
competition, but legitimate competition and a legitimate 
rate to meet it we have certainly made no dissent from 
that practice at all and we believe that what is good 
enough for Alberta is good enough for Ontario and we 
certainly do not ssk ony difference there, 

Q. And you would adhere to that even though there 
is what one might call "hard cores" which cannot be 
affected by competition and which, therefore, have to be 
raised continually to meet the deficiency in railway 
revenue resulting from competition? 

A. The only qualification that we have is a very 
Slight one end that is where, in our general rates brief, 
we said if there is 3 very large difference in the earnings 
between regions in Canada, that then and only then when 
the differare is Significant and you have taken account 
of all the factors which impinge there, if there is still 
a significant difference, then you may make a difference 
in the rates and those are, of course, non-competitive 
rates, but until you establish that we are quite content 
to have equality in the standord non-competitive rates -- 
yes sir. 

MR. HUME: Am I correct, Mr. Harries, that the 
Province of Alberta -- By the way, let me state that I 
recognize that you are in the box this afternoon without 
benefit of your counsel who is engaged elsewhere sand if 
there is any question that I ask that you would prefer 
not to answer by reason of the fact that your counsel is 


not here, I want you to say so. 


7 


~ _ 
~ palit 
es ‘ ) 7 : “Apis ; 7 


Rede. Shoe, Yee AE GE vies tealty we soy fs Doni eat ne 


: Wetehnarr it Qvoawy, 2 weaseosn Aber wowed sar isin 
Ve, fr, Cast bpiz BG legis afag! Ya Gech 7 L on ok é . 


: ee 
_ 
>s 


FT 2%. Li a 


thin. Caldoeaoo. vt ilitip et ote Redpas, sea gethetaa gi, 
¢ 


r = of 
’ q t wt Pam Ee a 
eee Soe APS. Se ae 2. ON ee SESE eae ere Ate 


7 
. 
ie 


>» SGSvsE SVAT Lee GRSS-ieGg BGR S ai 


' : ~ Sa - a eal 
- MS SENS ,2GS37SH «oh eee IAG 2 ® = ‘= ; 


D “e etek * aot ps oe , } 2D fees. = — o~ <a i ." : 
} BERL GSES SH Gos. (YS SA ee. =e Rid te Res $2 hee wae. 


a 

i 1 

ne e ~ fie 
; 


‘dueda2e accor aan) atte xed ond af SRB OE dott Gabgpeoet. 
ts. Bae yishwogie heReEhe af oft Sugqvo: > SEEN. pesticeae 
omefeua Dilaw any-dadd Sido d aodd ani tooun Yas Bonet 
b fadaves sey fcA3 gash oe? IO ROBMOM ot ¢ don: 


—. . 


-14393- 


Mr. Harries cr-ex 


A. Thank you. 

MR. COVERT: Incidentally Mr, Frawley asked me 
to inform the Commission that he was unable to be here 
due to 2 commitment before the Board of Transport Com- 
missioners and wanted to assure this Commission that there 
was no disrespect to the Commission, that he Just cannot 
be in two places at once and he had been on this case 
originally before we had re-assembled, 

MR. HUME: I wanted to ask you about these 
meetings thst this Commission has heard about thet take 
place between the four Western Provinces with relation to 
the matter of truck transport. Do you have personal 
knowledge of those meetings? 

A. I have read some of the minutes from the 
meetings and I have discussed them with the secretary 
of the Highway Transport Board in Alberta, so I have some 
idea of them, 

Q. Then, would it be correct for me to say that they 
are meetings, voluntary gatherings of the officials from 
the four western provinces to discuss the matter of truck 
transportation in Western Canada? 

A. Matters which sre of mutual interest -- yes, 

Q. Then, I presume you deal with matters of safety 
and length of vehicles and weight and so on? 

Rie Yes, and the lights that are required and things 
tike that ..- certainly. 

Q. And I also understand from the evidence or the 
Submissions that have been presented here that Alberta 
does not altogether egree with the views of some of 
its neighbours 3s to other matters and those matters sare 
not dealt with st these meetings? 

A. When thae matters come up Alberta does not take 


part in the discussion, that is right. 
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Q. Are those meetings held annually or are they 
more frequent? 

A. Annually, I believe, in October of every year, 
as far as I know. 

Q. Well then, the next thing I wanted to ask you 
about, Mr, Harries, is this matter that has been discussed 
and upon which certain statements were read into the record 
in connection with the movement of freight by highway into 
your Province from the United States, I wanted to ask you 
whether or not the Government of Alberta is in favour of 
some amendment to the customs regulations to permit the 
movement of this freight into bonded warehouses within the 
province as opposed to the present Situation where they 
have to be Cleared at the border, I think you know what 
I mean? 

BR; I think I ean Say yes to that but TI would ask 
to have that statement ans wered by Mr, Frawley definitely, 
I think that would be the best way. 

Q. Now, I wonder if you can give me an answer to 
this question. We heard quite a bit this morning sbout 
agreed charges and T wondered whether or not you knew 
whether the commercial truckers in your province have 
made agreements with Shippers,a clause in which said that 
the shipper was not to ship by any other means of trans- 
portation? 

A. I can only say that Mr, Taylor, the Secretary of 
the Alberta Motor Transport Association has told me that 
they never make agreements with that eclsuse in the agreement, 
That is the only source of information I would have in that 
matter, 

Q. And then may I ask you whether or not you know 
if your Province has any official view as to this question 
of the purchase by railways of trucking concerns in the 


province? 
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A. I do not want to give the Commission the 
impression that I know what Mr. Hume is going to ask me 
and that I am reading the answers, but I happen to have 
8 memo here from Mr, Frawley which desls with these three 
points. He has already touched on one and the other one 
was and I am reading from the memo: 

"The Government of Alberta will not grant 
licences to any truck company, the ownership of 
which has passed to a railway over end above the 
number of licences which Such company had at the 
date of its acquisition by the railway company." 

and that is the policy of the Government. 

MR. COVERT: Would you read back that senswer? 
A. Mey I read it: 

"The Government of Alberta will not grant 
licences to any truck company, the ownership of 
which has passed to 9 railway over and above the 
number of licences which Such company had at the 
date of its acquisition by the reilway company." 

And I might say in addition, that aside from the acquisition 
of companies by the railways, licenceg to the Canadien 
Pacific Express, for instance, it is their policy not to 
grant any more to that company than they had at some par- 
ticular date, 

COMMISSIONER ANGUS: Ts there anything to prevent 
the railway companies in the future acquiring 3 truck 
company with its licences? 

A. No sir, there is not. 

MR. HUME: Do I understand you correctly then 
in answer to that question, that a railway company in 
the future could buy oa trucking concern out and receive 
licences for the number of vehicles at the time they 


bought it out? 
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i 
Q. 


My understanding is yes, 


But thet the present companies owned by railways 
in your province would not receive any additional licences? 


A. That is correct, 


Q- But by "licences" 
vehicles? 


do you mean any additional 


A. Any additional vehicles, 
Q. That is, 


Yess 


at 2 company had 25 vehicles, that 


is the number with which they sre fixed? 


A. That is correct, 


(Page 14400 follows) 
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Q. But they could buy in 195l,for example, 
another company with ten vehicles? ° 
Ay That ita my understanding, yes. 


Q. One last thing, Mr. Harries. [I think 


this matter has been dealt with in the fall op Winter, 
and there was some Suggestion, as I recall it, by 

the Railway Association of Canada, that in the various 
provinces the users of the highway, and particularly 

the truck transport, were not paying their way. There 
has been evidence admitted from time to time, or 
Submissions about that matter, and I wondered whether 
or not you could tell us what the view of Alberta is 

on that question of the truck and highway costs? 

A. Well, I don't think the government has 
expressed a view on that, whether they are of the 
opinion that the trucks pay their way or not, I don't 
think they have expressed a view. 

Q. Thank you very much. 

COMMISSIONER INNIS: Is there any definition 
of ownership? Would 49% of the Stock be Ownership? 

A. I don't know how that is determined, sir. 

Q- You have not any details? 

A. No, I don't know what constitutes 
ownership. 

CROSS EXAMINED BY yR. SINCLAIR: 

Q. TI have very few questions. In answer 
to Mr. Hume, Mr. Harries, I think you said that the 
information that you acquired from the Automotive 
Transportation Association, Alberta Branch, was that 
there was no agreement entered into by truckers in 


Alberta with the clause that the Shipper would not 
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use any alternative transport. Is that correct? 

A. I forget whether it was "would" or 
"could", 

Q. With a clause that said - well, what 
was the information that you ascertained from Mr. Jack 
Taylor? 

A. That they coulda not, that there was 
no clause they said they could not use other means 
of transport. 

Q. Did you ask him whether they never 
got contracts that said that the Shipper would give 
him a certain percentage of the total traffic? 

A. No, I don't believe I did. 

Q. That would have been more material. 

Aa If oT had anticipated your Question, yes, 
it would. 

Q. That is the Way you control it, or work, 
"that you give me 90% of your traffic". Would you 
ascertain from Mr. Taylor whether there are any con- 
tracts in Alberta between truckers and Shippers 
that have it as a term that the shipper will use 
truck transport for a certain specified percentage 
of the total traffic? 

A. I would be very glad to. 

Q. You might also (I think it would be 
helpful) ask Mr. Taylor how he ascertains how many 
agreements there are or what the terms of the agree- 
ments are when there is no provision in the legis- 
lation requiring them to be filed with any regulatory 
tribunal. Would you ask him that? 

A. I would be very glad to do that, yes. 
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Q. Now, in answer to Dr. Angus, I think you 
Said that the position of Alberta was not against the 
railways granting competitive rates but where it was 
necessary to meet competition; that Alberta was 
against the railways Siving what you termed give-away 
rates. Have you got any examples of those SO-called 
give-away rates that you talk about? 

AOC Cai nity Said, Mr. Sinclair, that 
Alberta had expressed herself a number of times about 
the give-away rates, that is, in other proceedings, 
in the 30 Percent. Cage particularly. f remember our 
counsel talking about that. 

Q.- Since that time, as you know, Mr. Harries, 
the railways have Gone over their rate Structure, and 
are continually going over it, ana if a Elve-away rate 
is a non-compensatory PAC. » Sas AOU know, and the rail- 
ways ~ . 

A. It is not necessarily a non-compensatory 
rate in my idea of it, Mr. Sinclain. 

Q. It is not? 

No. 

Q. Well, a rate lower than necessary to 

secure the traffic? 


A. That 16 right. 


Q. Well, every Sive-away rate is a non- 
compensatory rate in your definition? 

A. Yes, that is correct. 

Q. What examples have Alberta, or have they 
any, oF non-compensatory rates in the rate structure 


Of Camadian railways? 


A. I was pointing out, Mr. Sinclair, that 


. eee aati aT y. 8% 
: : Vets gentege! ou 2 ae eS ty ‘to wad yaie: ule Aig GY 
a eewsal crate wit s57R nent yt yaaa y) poser 
# s . ae . | Me 
ui tats seine yeiar oF “Gissost me 
Srewe tat ang tietewe ae 


‘voy’ aveH * eee a vs 


‘eove7 ya" ve Gale * y 
¥ ny 
‘ , 
SAtary 3 pad sie0dta 
“ 


“yswi - vrs eat 
> Sater et OF erly m2 


J* feanvog 


sited fsioo ex8- 
: 


‘apis ‘eighty con B er 


w 


oS eee 


Ese 


i - YT 
et RSS ene 
2 Sti yee aBASEGS 
Koh eet 


veilahexe oly 


wit ol eaves Wea eet 


es, 


if 


77 


- 14403 - Mr. Hu Harries Cr.ex 


that was the position that we had taken in the 
30 Percent, Case. 

Q. You are not taking that position now? 

A. Well, we take it as 4a matter of principle, 
but I would not be able to point out today any Sive- 
away rates that the railways have. 

Q. Well, I Suggest one is the movement 
of Alberta coal to Ontario points, and Alberta gets 
that continuing in effect? 

A. You mean that YOu want me to say that 
that is a Zive-away rate? 

Q. It is lower than out-of-pocket costs 
of carrying the traffic? 

A. I have not Studied it to fing Out whether 
it is or not. 

Q. Assuming it 1s, would Alberta think it 
Should be raised? 

A. I don't know. If we assume it ig non- 
compensatory you mean? We are on the record as saying 
that all rates Should be compensatory certainly, 
but I don't accept your assumption that it MBO a bs 
course, Mr. Sinclair. 

QO. If 1tb.%4¢4 you do think it should be 
raised? 

A Certainly. 

Q. Your answer to that is certainly? 

A Certainly. 

Q. Now, when you are dealing with the 
question of regulation of media of transport in your 
Brief, you Say that your Study has shown that regu- 
lation of highway transport is not necessary in 


Alberta. 
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fet Tam sorry Mr. Sinclair, but what is the 
page reference on that? 

Q. I am reading around Page 14, top of Page 
15, and that Was one of the parts you referred to in 
your answer to Mr. Hume. 

"Our contention is that the real danger 
lies. in, the formation of either private or 
S0vernment sponsored monopolistic control of 
the highway transport industry". 

It is the end of that paragraph, 

A. Yes. 

Q. Now, what is your test for whether 
regulation of the highway transport media is or is not 
necessary.? 

A. Well, I think you have to determine whether 
or not the shippers find that the Present service is 
unsatisfactory. The people who Say that the rates 
of highway transport should be regulated usually give 
a number of reasons for Suggesting that. We examined 
the situation in Alberta to some extent and found that 
in the case of the Shippers that we contacted those 
things were not a problem in Alberta. 

Q. Would you Suggest that a rate Should be 
given to one person one day for the movement of goods 
and that for the movement of the same goods between 
the same points later that day a different rate be 
Sliven to another person? Would you Say that that would 
not necessitate some regulation? I think I can help 
you by maybe recalling to you, Mr. Harries, the evidence 
in Calgary of one of the Srocery trades talking about 


Shipments by truck. I think he Said, as I recollect, 
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that he wanted to make the best deal he could with 
the traffie at the time, he wanted to Ship the trucks 
irrespective of what his neighbor was making or his 
competitors. Do you think that Shows any need for 
regulation? 

A. Well, I don't think that is a general 
problem in Alberta. 

Q. You don't? 

A. No. 

Q. Did you find any of those Circumstances 
in your investigation? 

A. We found that the people we talked to,the 
majority of them thought that what we could call 
personal discrimination in rates was not affected. 

Q. Would the fact oF monopoly be the real 
vest or whether regulation wag Or was not necessary in 
the view of Alberta, Mr, Harries? 

A. Iam afraid, Mr. Sinclair, [I don't quite 
understand Your question, 

Q. Well, is the basis for the need for 
regulation the facet that there igs a monopoly control? 

A. No, the basis I think for regulation a 
that, as we stated in that part that Mr. Hume referred 
to at the top of page 104A, Simply that the transport 
markets do not function satisfactorily in terms of 
economic results. 

Qs. Phat means, does it not, Mr. Harries, that 
demand has not got an effect on price, that is ali that 
means, does it not? 

A. No, it could not mean - 

Q. It does not mean that at all? 
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Q.- What does it mean? I suggested where 
the need for regulation, as you put it on page 10; 
meant that the effect of competition did not have 
some control over the price of the Service. That is 
what this first Sentence really meant? 

An That: the effect of competition did not 
have some control On the price? 

Q. You said that is ‘not what it meant, and 
I asked you what did it mean? 

A. I am sorry, Mr. Sinclair, I understood 
you to say that you had regulation because there was 
monopoly, that was the Original premise. [I Said, no, 
you have regulation because the market does not 
function Satisfactorily in terms of economic results. 
That may be due not only to monopoly, but there may be 
too much competition in it opr the size of the units 
may be too big, or any one of a number of Similar 
reasons. That was what I had in mind, sir. 

Q. So that you would not agree that where 
there was competition as to transportation services, 


that the neeq for regulation was no longer necessary. 


(Page 14408 follows) 
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As Obptno; generally I would agree with that. 

Q. You would agree? 

A Oh, yes. 

Q. I think you have in Alberta more commercial 
trucks per capita than they have in any other province 
in Canada? 

A. I am not sure, The distances are very great 
in Alberta. 

Q@. That is not the Question I asked you. Have 
you made any inquiry as to the number of commercial 
trucks per capita in Alberta? 

A, No. 

Q. As compared to the Other provinces? 

A. No, I have not. 

Q. I think that in Alberta you have 8661 com- 
mercial trucks handling goods for hire in the 1948-49 
licence year, as shown on page 3 of your brief? 

A. Yes, unless there is a Change in the errata. 
No, that is right. 

Q. And the result of your research, I take it, 
was that the regulation of trucking as carried on in 
Alberta was satisfactory because the results were that 
effective competition was being given in the trucking 
industry? 

A. The results were that the people were getting 
the services,and the prices were what we call reasonable. 
That “is ‘alky 

Q. Did that result from competition, or was it 
due to the fact that the people of Alberta operated 
them? 


A. Competition? You say it was due to compe tition 
alone? It was due, probably in a measure in a major 


part to competition. 
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Q. What was the Other part? 

A. That the people in Alberta function that way. 
I do not know. 

Q. Did your investigation show that truck com- 
petition in Alberta was effective as against rail 
transport? 

A. We did not investigate that particular aspect 
of it, but I would Say yes, generally, it is. 

Q. You would agree, would you not, and your research 
would likely have given you this answer: that truck 
competition in Alberta is greater today than at any time 
Previously? 

A, I have not Studied that and I could not tell you. 
However, my Suess would be yes. 

Q. You did not go into it? 

Pets No, 

Q. Did you g0 into the number of licences issued, 
let us say, to commercial vehicles in 1939? 

A. I have it listed here, I think, at Page 19. 

Q. That shows a very marked increase, does it not? 

A. Yes, it Certainly does. 

Q. Would it be correct to say that there was more 
highway competition today than previously? 

A. Oh, yes. 

Q. So,in so far as railways are concerned in 
Alberta, they are not holding a monopolistic position 
On the movement of many goods, are they? 

A. Not where you can have effective truck com- 
petition for the carriage of goods, no. 

Q. So you woulda agree that flexibility is required 
in railway rate making to enable it to meet competition? 

A. I think a certain flexibility is very desirable. 

THE CHAIRMAN: Q. What is that? Please 
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A. T think a certain flexibility is very desirable, 
MR. SINCLAIR: @Q, What is that qualification 
in the word "certain", in there? 

A. I do not think i+ should be completely flexible; 
I think it should be flexible to the extent that Alberta 
has indicated in her Suggestions in connection with 
control of competitive rates by the Board of Transport 
Commissioners. 

Q. And that would apply, would it not, even though 
there was a completely effective competition in the 
carriage of those goods by truck? 

A. Oh, most certainly. 

Q. And at the same time, you put forth the 
proposition -- and I want to be Clear on this -- that 
where there is competition there is no necessity to have 
regulations to protect the consumer from abuses of 
service or price? 

A. That is quite correct. 

MR. SINCLAIR: That is all, 
THE CHAIRMAN: Q. What is that you want to 
say? 

A. I just wanted to point out, in case I did not 
make myself quite clear to Mr. Sinclair, that the 
essential difference that we see between trucks and 
railways is that the trucks, on their movements, are 
competitive; and the railway, you have only part of 
it competitive and part of it is still monopolistic in 
the sense that it must be carried by the railway, that 
is, the long haul and the heavy goods must be taken by 
the railway, so there is no competition there. 

When you say there is competition with the railways in 
the carriage of certain goods, you cannot immediately 
say there should not be any regulation required there, 


because of the fact that the railway is concernéd with 
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both types, and you cannot let one type compete with 
the other. And it is Quite conceivable that if you did 
not have control of competitive rates, they could conduct 
themselves in any manner they wished and recoup any 
losses they suffer by increasing the rate in the 
monopoly part of it. So I say that when or where there 
1s competition you do not need control -- 

MR. SINCLAIR: Q. We will argue that point. 


A. I just want to make myself clear, 


CROSS-EXAMINATION BY MR, FRIEL: 

MR. FRIEL: Q. ‘Can you tell me when the 
position of Alberta crystallized in respect to this 
regulation of rates on trucking? Is it something of an 
Gn-announced nature which has been in effect for some 
years, or do you know? 

THE CHAIRMAN: Would you mind repeating your 
Question, Mr. Friel? 

MR. FRIEL: I asked him when the decision of 
Alberta crystallized with respect to this rate regulation 
and when they adopted a firm stand and announced it 
publicly. 

THE CHAIRMAN: The Alberta government did 
that? 

MR. FRIEL: Q. The Alberta Government has 
taken the stand in its submission? 

A, I think, as a matter of fact, Mr. Friel, 
that there was an Act put in in 1936, and that Act made 
it possible, with an order in council, as I believe the 
present one does, to control rates; and they made some 
preliminary investigation looking to the control of 
truck rates; and it met such a storm of protest from 
the people in Alberta that they decided that they 


would not control rates, and that since that time their 
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position has been quite consistent, 
Q. What year would that be? 
A. I would say 1936 or 1937. 
Q. Actually the province of Alberta was Opposed 
to discrimination of any kind in any field of trans- 
portation, be it personal or regional discrimination? 
AR fee 
Q. And if you found such a Situation in the trucking 
industry in Alberta, you would be prepared to revise your 
views, would you not? 
A. I think it would be logical, yes. 
MR. FRIEL: That is all, 
MR. COVERT: I Just have two questions. 
One is in connection with section 29, subsection a 
of the Public Service Vehicles Act, which provides that 


any trucker or operator of a public vehicle ghalt not 


refuse to carry the commodities which are stated in the 
Owner's certificate if the same are offered in a proper 
condition, unless at the time the public vehicle is 
loaded to capacity, or, owing to climatic conditions, 
the property to be carried would perish in transport. 

THE CHAIRMAN: What section is that? 

MR. COVERT: It is section 29, subsection ‘a 
of the Public Service Vehicles Act of Alberta. It is 
appendix D of the brief, and it is at page ll. 

MR. SINCLAIR: That is section 32, sub- 
section 2, 

MR. COEERT: No, it is section 29, sub- 
section 2, in my book, 

THE CHAIRMAN: It is under the heading of 
"Prohibitions", 

MR. COVERT: I think you must be looking at 


the wrong Act, Mr. Sinclair, 
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MR. SINCLAIR: [ am sorry, 
MR. COVERT: Q. Now, is that enforced by 
your regulatory body? 

A. I asked the Secretary of the Board about that 
provision, sir, and he Said that there had never been any 
convictions under it, In fact, he said that during the 
time he had been there, which I think was about four years, 
they had only had Something like four or five complaints, 
and these had been investigated. In one case they issued 
& warning that the licence would be cancelled if the 
Operator continued to violate this section; and in the 
Other cases they got the matter Straightened out between 
the shipper and the driver. They have about fourteen 
inspectors in Alberta who go around Checking in con- 
nection with this Act, and that is the way they use those 
inspectors, to check up on things like this; and there 
would not be a prosecution, but there would be a con-= 
versation, probably, between the inspector and the man 
who was complaining; and they could get the trouble 
Straightened out in that fashion. 


(Page 14418 follows) 
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Q. The next point I wish to ask you is, is it fair 
to say that the position of Alberta really is -- and I 
think you so intimated in your brief -- that you have an 
excessive capacity of tracks at certain seasons at least? 

THE CHAIRMAN: Did you say an excess of trains? 
MR. COVERT: No, my lord, an excess of capacity. 

Q. You believe that keeps the rates down, isn't 
that right? 

A. Uh, yes, it definitely does. 

Q. And in turn that provides at least some measure 
of competition to the railways and may tend to keep rates 
down? 

A, Yes), 

Q. And that is a situation which Alberta desires? 

A. YES. 

Q. And that is the reason that you say you will not 
Surrender your control over interprovincial tracking, and 
will not Apiawacanes with other provinces in any rate 
making regulation? 

A. That is correct, Sim yes. 

Q. One other point. I understood you to Say that, 
but I wasn't quite sure whether it was a law, a regulation 
or simply the practice, concerning this gePndan on the part 
of the Board to grant any further licences to companies 


been 
which had/taken over by the railways? Was that just a 


practice? 

A. IOs practice, yes. 

Q. There is no law or no order in council providing 
ror 1? 


A. No, there isn't, 
Q. That, you say, also applies to even companies 


like the Canadian Pacific Express? 
A. Yes, it applies to them. I think that was put 
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in about 1945, and then when the C.P.R. bought Dench, or 
got control of Dench, they broadened «Oh mp 

Q. You do require this certificate of necessity and 
convenience in your province? 

A. No, 

Q. You do not require that at ali? 

A. No. 

Q. Then is Section 3 of your Act not in force at 
all? 

THE CHAIRMAN: That is the Vehicle Act? 

MR. COVERT: Yes, the Public Vehicles At, 

THE WITNESS: Oh, no; I am sorry, I misunderstood 
you, Mr. Covert. I thought you said certificates of 
convenience and necessity. 

MR, COVERT: Q, Yes, what is this? 

As This is just a certificate to register the 
vehicle and so on, 

Q. Perhaps I have the wrong section, Is that 
under Section 3, the ordinary permit licence? 

A. Except the buses have another -- there is a 
licence and a certificate, but I am not sure that I 
have it absolutely Straight in my mind, Mr. Covert. Yes, 
that is the one certificate, and then there is a permit 
to operate over specific routes, but I can't find that 
in the Act at the moment, 

Q. I think perhaps that is subsection 14: "The 


Board may prescribe a route as the enly route... ..7 


Rs Yes. 
Q. Any others then can get a certificate under 
Section 3? 


A. Provided that they fulfil the requirements in 
connection with insurance, and that their vehicle is in 


Shape and so on, yes, sir, 
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Q. I think that is all, Mr. Harries, 

MR. COVERT: Mr, Chairman, the next part of the 
Submission of the Province of Alberta is that dealing with 
the Canadian National capital structure and accounting 
methods, 

THE CHAIRMAN: TI beg your pardon, Will you 
Start again? 

MR. COVERT: The rest of the Submission on the 
part of Alberta is that dealing with the Canadian National 
capital structure, the accounting methods and statistical 
procedure, and Canadian A ciel tan adh an National co- 
operation. I think the brief is to be taken as read 


into the record, 
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This Submission of the Province of Alberta will confine 
itself to Sub-paragraphs (c), (d) and (e) of Paragraph 2 of the 
Order~in-Council constituting the Commission end setting out its 


Terms of Reference, namely P.C. 6033 of 29th December, 1948. 


As-the Submission develops, it will be seen that in large 
part the position which Alberta must take at this time is that 
until the Commission and the Provinces have received the extended 
Submissions of the Canadian Pacific Railway Company and the 
Canadian National Railway Compeny, and until there has been an 
Opportunity of examining the pertinent studies made by the 
Commission's technical advisers our submissions at this time 
cannot be presented except in a very general fashion and we 
must respectfully reserve the right to make extended representa- 


tions at a later time. 
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CANADIAN NATIONAL CAPITAL STRUCTURE 


Sub-paragraph (c) of Paragraph 2 reads as follows: 

"(c) Review the capital structure of the Canadian National 
Railway Company and report on the advisability, (or other- 
wise), of establishing and maintaining the fixed charges of 


that Company on a basis comparable to other major railways 
in North America." 


Paragraph 19 of the Outline of Submissions to be presented by 
the Canadian National Railway Company points out that the financial 
difficulties of that Company do not arise in their entirety from 
Over capitalization but also from the Operation of railway lines 
which can bear no fixed charges and as a result place an excessive 
burden on the company's remunerative lines. | 

Paragraph 24 of the Outline calls to the attention of the 
Commission the fact that in 1923 the Canadian National was required to 
assume without mitigation the debts of its bankrupt predecessor 
corporations and further observes that the assumption of such heavy 
debts is the principal underlying cause of the present excessive 
fixed charge burden of the Canadian National. 

Paragraph 25 contains the suggestion that while the total 
Capital of the Canadian National need not be reduced, nevertheless 
in the view of the Canadian National management an adjustment is 
required between the portion of totcl capital represented by interest 
charge debt and the portion represented by equity capital. 

The Province of Alberta is of the view that the matters called 
to the attention of the Commission by the Canadian National in the 
foregoing paragraphs of its Qutline Brief are matters of particular 
importance to the Commission in connection with the direction to it 
contained in sub-paragraph (c) of Paragraph 2. In our submission the 
sub-paragraph must be given a broad interpretation by the Commission 
and must be deemed to include a direction not only to review the 
capital structure of the Canadian National but to investigate the 
operating results of what the Canadian National itself, in its 


Outline Brief, terms "railway lines which can bear no fixed charges." 
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In our Submission a review wholly limited to the existing capital 
structure of the Canadian National and not extending to an examina- 
tion of the operating results of those parts of the Canadian 
National system which must be regarded as unremunerative lines would 
fall far short of furnishing the Commission with the data necessary 
to enable it to make effective recommendations with respect to the 


financial future of the Railway. 


The Canadian National Railway Company is in the very best 
position to make a comprehensive submission with regard to this 
particular phase of the Commission's investigations and it is to be 
assumed that such comprehengive submission will be made in elabora- 
tion of the observations contained in summary form in its Outline 
Submission. 

The Province of Alberta, not having access to the records of 
the Canadian National Railway Company so as to enable it to make a 
complete submission on these matters at this time, respectfully 
reserves the right to make an extended submission concerning the 
capitalization of the Canadian National Railway Company and concern- 
ing matters properly allied to it after there has been an opportunity 
to examine the submissions made in that regard by the Canadian 


National Railway Company. 
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ACCOUNTING METHODS AND STATISTICAL PROCEDURES 
ee tit ivAL PROCEDURES 

Sub-paragraph (d) of Paragraph 2 of P.c. 6033 reads as follows: 
"(d) Review the present-day accounting methods and statis- 
tical procedure of railways in Canada, and report upon the 
advisability of adopting, (or otherwise), measures conducive 
to uniformity in such matters, and upon other related problems 
Such as depreciation accounting, the segregation of assets, 


revenues and other incomes, etc., as between railway and non- 
railway items.¥4 


There will be a detailed submission by the Province of Manitoba 
with respect to depreciation accounting and by the Province of 
Saskatchewan with respect to maintenance charges. Alberta endorses 
and supports those submissions. 

The purpose of this submission is to advance certain general 
observations and recommendations regarding uniformity of accounting 
and regarding depreciation accounting and further to make a rather 
more particular submission regarding the "segregation of assets, 
revenues and other incomes, etc. as between railway and non- 
railway items." 

The importance of uniformity or standardized accounting in 
industry long has been recognized and has been adopted by various 
industries and other organizations with a view to making comparisons 
of results truly comparable. Such standardization deals with the 
asset and liability accounts of the industries and also with the 
accounts showing the results of the annual operations. 

In the United States a "Uniform System of Accounts for Steam 
Railroads", commonly known as "Accounting Classifications", has 
been prescribed by the Interstate Commerce Commission in accordance 
with Section 20 of the Interstate Commerce Act. The Association 
of American Railroads has published a consolidation of such 
accounting classifications as of lst January, 1943. 

For many years there have been Interstate Commerce Commission 
rules regarding the separation of operating expenses, etc., between 


freight service and passenger service on large Steam Railways and 
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a brochure in this connection was issued effective lst January, 
1936 (1) 

In March, 1943, the Senate of the United States passed a 
resolution; 


"That the Interstate Commerce Commission be requested 
to file with the Senate as soon as practicable such of 
the studies of its cost finding experts as may now be suitable 
for publication in documentary form and that when so filed 
such material be published and disseminated as a Senate 
Document or Documents.¥* 


In June of 1943 the Chairman of the Interstate Commerce Commis- 
sion transmitted to the Président of the Senate, in response to the 
foregoing resolution, a manuscript entitled "Rail Freight Service 
Costs in the various Rate Territories of the United States." 

This manuscript is officially known as Senate Document No. 63. 

It will therefore be appreciated that the matter of uniformity 
of accounting is essential if at any time it is necessary or desir- 
able to compare the results of the railroads of Canada. The 
Province of Alberta submits that your Commission should recommend 
that a standardized system of accounting be adopted by the railways 
of Canada. 

By way of illustration, we might refer to the general instruc- 
tions given to United States railroads for the uniform system of 


accounts relating to road and equipment. Those instructions state: 


"The Carriers records shall be kept with sufficient 
particularity to show fully the facts pertaining to all 
entries made in the accounts provided herein for invest- 
ment in road and equipment. Where the full information is 
not recorded in the general books, the entries therein 
shall be supported by other records in which the full 
details shall be shown. Such general book entries shall 
Contain sufficient reference to the detail records to 
permit ready identification, and the detail records shall 
be filed in such manner as to be readily accessible for 
examination by representatives of the Interstate Commerce 
Commission." (2) 


The general instructions regarding the operating revenues and 


expenses contain similar provisions (3). 


(1) Rules Governing the Separation of Operating Expenses, Railway 
Taxes, Equipment Rents, and Joint Facility Rents between Freight 
Service and Passenger Service on Large Steam Railways Revised 
Issue, lst January, 1936; United States Government Printing 
Office, Washington: 1936. 


(2) Accounting Classification, p. 9 
(3) ibid p. 53 
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Special instructions are also laid down with regard to the 
income accounts (1); to the profit and loss accounts (2); and to 
the balance sheet accounts(3). 

The statistical information necessary for the preparation of 
uniform accounting is also outlined in detail and rules and defini- 
tions of the various classifications are fully enumerated. (4) 

The emphasis in the brochures which have been issued is on the 
necessity for uniform accounting for the general information of the 
Interstate Commerce Commission and in some cases for the particular 


purpose of ratemaking. See Senate Document No. 63, page l. 


Paragraph 56 of the Outline Submission of the Canadian Pacific 


Railway dealing with the matter of uniformity of accounts states: 


"There is already a substantial degree of uniformity 
in accounting methods and statistical procedure as 
between Canadian National and Canadian Pacific. Both 
companies adhere closely to the accounting classification of 
the Interstate Commerce Commission. As provided for in the 
Railway Act and in the Statistics Act, the railways in Canada 
submit annual reports, on prescribed forms, to the Board of 
Transport Commissioners and the Dominion Bureau of Statistics, 
furnishing details of their accounts and statistics of their 
Operations. Many periodic and other reports are also sub- 
mitted to the Board and to the Bureau. 4 


Paragraph 57 in the Canadian Pacific Outline Brief states: 


“whatever the degree of uniformity in accounting matters, 
fundamental differences between Canadian National and 
Canadian Pacific prevent exact comparisons being made. 

Three important general considerations limit the comparability 
of the two roads, 1.e., differences in physical development 
and characteristics; differences in organization; and differ- 
ences in policy arising from one company being a government- 
Owned enterprise and the other privately-~owned,." 


The Brief then states in Paragraph 58 that the Significant 
variation in accounting practices between the two railroads is in 
regard to depreciation practices. Depreciation will be dealt with 


later in the submission. 


(1) ibid p. 177 
(2) ibid p. 199 
(3) ibid p. 207 
(4) ibid p. 249 
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Paragraphs 65 and 66 of the Outline Brief of the Canadian 
Pacific deal with the matter of segregation of operations between 
rail and non-rail enterprises. This matter is also dealt with later 
in this submission. 

The main purpose of uniform or standardized accounting is that 
the financial statements of the operator may be clearly understood 
by those who for any reason are interested in the results. At the 
present time the taxation statutes of Canada require that the 
income of a company be properly determined and to that end the 
accounts of all taxpayers are under close scrutiny by the taxation 
division of the Department of National Revenue. In like manner, 
in the case of railways, the Board of Transport Commissioners, and 
on occasion the representatives of the rate paying public are 
required or entitled to know that the financial statements represent 
the operating results on a uniform basis. It is not here suggested 
that such uniform results are necessarily used for the purpose of 
determining freight rates or passenger rates. The object of stress- 
ing the necessity for a uniform classification of accounts. is that 
the financial statements may truly reflect the correct operating 


conditions and the financial position generally. 


In the Submission of the Province of Alberta there is 
definite need for the prescription of uniform. accounts by the 
regulatory body, i.e., the Board of Transport Commissioners, and for 
the continuous supervision of those accounts by the regulatory body. 
In our submission, therefore, the Commission should recommend that 
the Board of Transport Commissioners be empowered by statute to promul- 
gate a uniform system of accounts for Steam Railways in Canada, 
generally along the lines of the accounting classifications pre- 
scribed for United States railroads by the Interstate Commerce 
Commission. In our submission the differences which the Canadian 
Pacific in its Outline Brief calls to the attention of the Commission 


Should not be regarded as being sufficiently important to prevent the 
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inauguration and functioning of a uniform system of accounts. 

We respectfully request and reserve the right to make further 
representations in the matter of the necessity for uniform account- 
ing and the nature of such uniformity until we have had an 
opportunity of examining any Studies concerning these questions 
which may have been undertaken by the accounting advisers to the 


Commission, 


Depreciation Accounting 


An extended Submission is being made by the Province of Manitoba 
with regard to depreciation accounting and we associate ourselves 
with the views expressed therein. 

During the recent rate hearings before the Board of Transport 
Commissioners much evidence was led both by the railways and the 
protesting Provinces on the subject of depreciation and the method 
of determining the amount of the annual charges for depreciation 
which should be allowed to the railways. 

The evidence before the Transport Board disclosed that in the 
main, all steam railways other than the Canadian Pacific used 
Straight line depreciation as the method of recording wastage of 
assets. Considerable evidence was put forward by the Canadian 
Pacific to support the method which that company employs in respect 
of its rolling stock and depreciable road, namely the user method. 
The submission of the Province of Alberta is that the straight 
line method of depreciation should be adopted because it accurately 
reflects the annual depreciation if the lifetime of the asset is 
correctly estimated and it is a method relatively simple to administer, 
On the other hand, it is agreed that the user method of depreciation 
has merit where the incidence of use fluctuates as it does in 
Eetivay operations. Should, however, the user method be recommended 
for adoption in Canada we would stress the need of the regulatory 
authority setting forth definite requirements concerning the 
information necessary to be supplied in order to determine the basic 


rate. In passing it should be pointed out that this vital informa- 
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tion, urgently requested by the Provinces, was not volunteered 

by the Canadian Pacific in the recent rate proceedings and was not 
ordered to be produced. 

There have been different Systems of depreciation accounting 
in the Canadian railways for many years and continuing to the present. 
As in the case of uniformity of accounts, it is our submission that 
uniformity in the matter of calculating depreciation by railways in 
respect of the use of their assets, whether by the straight line, 
user or any other method, should be prescribed by the regulatory 


body. 


Segregation of Accounts - Rail and Non rail 


In the so-called 30% Case before the Board of Transport 
Commissioners, considerable argument took place as to whether or not 
the "Other Income" of the Canadian Pacific should be taken into 
account in determining the financial need of the Company. The 
Chief Commissioner, in delivering the majority judgment of the 


Board, 38 J. 0. R. & R. 1, stated at page 19; 


"It seems to me that neither the profits nor the 
losses on other outside investments should be taken into 
account in fixing just and reasonable transportation 
rates.¥ 


Associated with the question of Other Income was the matter 
of the distribution of Fixed Charges, Dividends and Surplus. The 
protesting Provinces submitted that if Other Income were not to be 
taken into account in the determination of financial need, then the 
Board should require the Canadian Pacific to properly apportion its 
financial requirements of Fixed Charges, Dividends and Surplus 
between rail and non rail activities. 

In the judgment of the Board at page 25, the Chief Commissioner 
says: 

"It may be that some part of the fixed charges of 

the Canadian Pacific are attributable to non transportation 

enterprises, but because of the close relationship of rail- 

way transportation and other enterprises of the Company 


I have not been able to calculate with any degree of 
Satisfaction what the amount, if any, may be.” 
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Dealing with the question of Dividends the Chief Commissioner 
said at page 25: 

"The comments which I have made above in respect to 
fixed charges apply equally to the question of dividends 

of the Canadian Pacific.# 

The need for such a segregation was appreciated by Mr. 
Commissioner MacPherson in his separate judgment when he stated at 
page 86: 

"In dealing with Other Income I wish to draw attention 
to one point in connection with the way in which the 

Canadian Pacific Railway presented these accounts. I agree 

that in determining what are just and reasonable rates the 

income derived from other sources than railway operations 
should not be taken into consideration, but if that view is 
correct I think the accounts should be prepared accordingly, 

i.e., that assets and income should be segregated and 

separate Balance Sheets and Profit and Loss accounts 

presented to the Board on any future applications." 

There was considerable discussion and argument before the 
Board as to what properly constituted rail assets and rail liabilities 
and rail operations, on the one hand, and what truly constituted non- 
rail assets and liabilities and non rail operations on the other 
hand. Instances of what appeared to be inconsistent treatment by 
the Canadian Pacific were presented to the Board. 

Further, it was not determined into which category the follow- 
ing operations respectively fell: 

a. Hotels 

b. Steamships 

Cc. Communications 


d. Express 


e. Investment in Other Railway Enterprises 


The Provinces appealed the adverse judgment of the Transport 
Board to the Governor General in Council and the decision of that 
body is to be found in P. C. 4678 of 12th October, 1948. By its 
judgment the Governor General in Coyncil directed that the 
financial operations of the Canadian Pacific should be«re~considered 
by the Board in the light of the representations made by the 
Provinces that there must be apportionment between rail and non-rail 


of those charges which are common to rail and non-rail. These 
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proceedings are still before the Board. 

In the main, Alberta adopts the views expressed by Mr. 
Commissioner McPherson, supra. We further submit however, that by 
Statutory provision the Transport Board should be authorized and 
directed tos 


(1) make a Segregation of rail and non-rail activities 
of each carrier; 


(2) require the carriers to Keep their respective accounts 
accordingly; 


(3) require the railways to properly apportion between 
rail and non-rail all Charges which are common to 
rail and non-rail operations; 


(4); require the railways to submit their financial state- 
ments in accordance with such segregation. 
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CANADIAN PACIFIC - CANADIAN NATIONAL CO-OPERATION 
RR YO NRRL AN NALLONAL CO-OPERATION 


Sub-paragraph (e) of Paragraph 2 of the Commission's 
Terms of Reference reads as follows: 
"(e) Review and report on the results achieved under the 
Canadian National-Canadian Pacific Act, 1933, and amendments 


thereto, making such recommendations as the present situation 
warrants." 


The Province of Alberta Supports and endorses the 
Submission made by the Province of Nova Scotia in this matter. 

Throughout the regional hearings statements were 
made with respect to the position taken by the protesting Provinces 
before the Board of Transport Commissioners in the so-called 30% Case 
concerning the matter of Canadian National-—Canadian Pacific co-operation. 
While the controversy in this respect between the Provinces and the 
Railways during the Rate Hearings are not germane to the enquiries 
being conducted by this Commission, nevertheless, it might serve a 
purpose to briefly state the distinction between the views put forward 
in the rate hearings concerning the Canadian National-Canadian Pacific 
Act, 1933, and the situation respecting that statute which now exists 
by virtue of the express provisions of sub-paragraph (e) of paragraph 
@ of F, CO. 6033, 

Before the Board of Transport Commissioners the 
Provinces took the position that in view of the fact that the railways 
had come to the Board pleading dire financial need, the onus was clearly 
upon the railways to satisfy the Board that every possible money-saving 
Co-operative agreement between the railways had been carried out or was 
under active investigation and that until such onus had been satisfied, 


the railways plea of dire financial need was untenable. 


The imperfections contained in the Canadian National- 
Canadian Pacific Act, 1933 and the limited authority and function of the 
Board of Trasport Commissioners thereunder were not under review by the 
Board in the rate cases. In that regard attention might be called to 
the observations of the Chief Commissioner in delivering the judgment 


of the majority of the Board in ge ds OL Bt oR. at pe £0e) 


1 


nN 


py oie) ay ie ond Senell 
EW OE laa inte ie guile vrei 


‘ — in = 
pe. Guisl ; : fc 1 Sfie ul ‘ ayy oe! 
) 


1 aikideayd hobs tbo, aid by oeqeet dss ¥ oben 
stat mi o er" if. s7en0 té ‘ foo Fr nr* “1 7 , irisod. eds jue. 


er ted Gt t ap tteaed (etre ral wo Io tote edt goteveonsn 
, ee 


: a Ags . OS Art et efnd @t arw vosiaoo ed? elton 
. ais al ; 
hae atch ib wd ce ir sel) eee oti bush rvped tal : 


rf 


; is oul. ewae Wott’ ~6i9 tment ai yi betoubase sabed’ ti 


}? ; sy tO. u t : ; : ae | ey 6 Tay" ad id os seo IO . 
: - ey ? Mee 
ort i rept ; Lhixteonao kgaiwsed evar est at a 


if - sdat j ¥ eos 6 Ne iret f e <3 i is } ae Ps Fe) Dosa Bias ea , : 
‘ toe gq to \s Ty, ; oleiven, geanges ai? To odie 
£EOd 20 et Io: a 


— 
i de + oe 


7 7 <P Zz @ 
5 ‘ 
‘ ” ite 
iit mobd ined etd doot vesatvotet 
sit. of eaoo han 
of 
Cest..ot Syne Litas ent SO 


7) ‘ 


wd adibeiarned sy EI ATEGO-9o . 


wiiagitadnt avicos ign 


in oath Yo eng ayes elt 
4 “ath 


a | 


-lano Mish atephanad gue ni beater onpidss rane ae , 


a 
ae 
Liat 
7 


io nobtsow). bie roth; er tat ous BROT 20h st iton con dhg 
edd. yuo walveT “ebid fod elew, seboue weds eremakh Hato | iogeaat eon 


oF belies ac tate poten: . c ede nl oeelee eta ‘es 
ao 
Sepmgbil, att gatzevileh af senofeo leo) teh odd ke. sawibae 


ay) 


Bt at bane = wii a 
— 


y 
_ an i 


On the other hand this Commission is specifically 
directed by the Governor General-in-Council to review and report upon 
the results achieved under the Canadian National-Canadian Pacific Act, 
1933, and to make such recommendations as the present situation warrants. 
The entire matter not only of the statute itself, but of the co-operation 
so far achieved or which might be achieved by the two principal railways, 
is therefore, properly before the Commission for investigation and 
report. 


All of which is respectfully submitted. 
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MR. COVERT: TI understand, Mr. Chairman, that 
Mr. Frawley has a witness with respect to {vis prien, Dut 
he is with him now before the Board of Transport Com- 
missioners and is not available to us. 

THE CHAIRMAN: Can you go on with something else? 

MR. SINCLAIR: Mr. Morrison could be called, 

MR. COVERT: Would you people like to cross- 
examine him? 

MR. SINCLAIR: Yes, we would like Mr. Morrison 
called in support of the brief of Alberta, 

MR. COVERT: Mr, Chairman, may we adjourn for 
ten or fifteen minutes, and Mr. Morrison might then be 
able to appear. 

THE CHAIRMAN: If you cannot GO on with the 
Alberta brief, can you proceed with something else? 

MR. COVERT: Not this afternoon, Mr. Chairman. 

MR. CHAIRMAN: Do the best You can. 


~--Recess, 


The Commission adjourned at 3.25 p.m. 
to meet again to-morrow, Wednesday, 


February 8, 1950, at 10,30: acm, 
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WEDNESDAY, FEBRUARY 8, 1950 
MORNING SESSION 


THE CHAIRMAN: Mp, Frawley, I believe we are 
to hear from you, 

MR. FRAWLEY: Mr, Chairman, some time ago the 
brief of the Province of Alberta with respect to trucking 
went into the record, and Mr. Harries was cross-examined 
on it yesterday. I have not had an Opportunity to read 
carefully Mr. Harries! cross-examination, but my friend 
Mr. Hume, at least, asked him a question which was left 
unanswered, and there may be some other matters in that 
Category. I should like the privilegeof making a statement 
in reply to my friend Mr, Hume's question, which I think 
may be all, and any other matters of the same kind that may 
arise out of Mr. Harries! cross-examination, I only ask 
that because I could not possibly be here yesterday when 
Mr. Harries was erosa esaiined, 

Then that leaves the brief of the Province of 
Alberta with respect to financial matters, paragraph 2, 
Subparagraphs (c), (da) and (e) of the order in council 
setting up the Commission. I have a witness, Mr, Morrison, 
here, I want to say first that yesterday the original 
Submission of the province was put into the record as 
read, but some weeks ago Mr. Morrison filed a short 
supplementary submission of merely two pages with respect 
to his original financial brief, That was sent to the 
Secretary and copies were given to the railways. I would 
have asked that that be put into the record yesterday when 
the original brief was put in, but no great harm was done, 
and I would ask that it now be put into the record at 
this stage this morning. 

As I said, that short brief consists of two 
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pages, There is a further matter I want to bring to 

the attention of the Commission. There is a third page 
which would make that Supplementary submission three pages 
instead of two, and it is to be added this morning. 

There is one small short third page in order that my 
complete brief on financial matters will then be all in 
one place, the submission as read into the record yester- 
day plus the short three-page Supplementary submission 
which I would ask to be now taken as read into the record, 
I will call Mr. Morrison to elaborate slightly on one or 
two points. 

MR. O'DONNELL: You might give us the third page. 

MR. EVANS: We have no copies of this. 

THE CHAIRMAN: Have you distributed copies? 

MR. FRAWLEY: I have furnished the railways with 
a copy of the Supplementary submission as filed with the 
Secretary some weeks ago. 

THE CHAIRMAN: Not this last page? 

MR. FRAWLEY: Not the third page, and as to the 
third page I must admit that in my rush from the hotel this 
morning I left it in my office in the hotel, It will be 
down here within five minutes in a2 cab. 

THE CHAIRMAN: Very well. 

MR. FRAWLEY: Mr. Morrison will be here in a 
moment. He is now arranging to have that page sent down. 


KENNETH JOHN MORRISON, CALLED 
lL it A ad LE BL ern 
EXAMINED BY MR. FRAWLEY: 


Q. Mr. Morrison, this is the first time you have 
appeared before this Royal Commission? 
A. Yes, it is, Mr. Frawley. 


Q. You are a practising chartered accountant in the 


city of Calgary? 
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A. ¥6ey 

Q. You are the senior member of the firm of Harvey, — 
Morrison & Company? 

A. That is correct. 

Q. How many years have you been practising your 
profession in Calgary? 

A, Slightly over twenty-six years. 

Q. You are a member of the Institute of Chartered 
Accountants for Alberta? 

A. 188 

Q. And you are a fellow of the Institute as well? 

A. That is right. 

Q. Are you an officer in the Dominion Association 
of Chartered Accountants? 

A. Yes, I am vice-president of the Dominion 
Association at the present time. 

Q. Have you appeared in courts to give evidence as 
a chartered accountant? 

A. I have. 

Q. Have you appeared before public utilities com- 
missions to give evidence as a chartered accountant? 

A. I have. 

Q. Have you had any experience in royal commissions 
set up by the Government of Canada? 

A. I was accountant to the Royal Commission on 
Coal set up by the Dominion Government. 

Q. Quite recently -- how long ago? 

A Oh, it is some three years ago, I think, now, | 
and quite recently, just in the last few months, I was 
accountant to a royal commission investigating the coal 
industry in the province of Saskatchewan. That was a 


provincial royal commission. 
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Q. You have been accounting adviser to the province 
of Alberta in the rate cases before the Board of Transport 
Commissioners which commenced in the fall of 1946? 

A. That is right. 

Q. You have been accounting adviser to the province 
of Alberta in financial matters in connection with this 
Commission since it started? 

A, That is true. 

Q. Mr. Morrison, yesterday there was read into the 
record the original brief which you filed on the 12th of 
September in connection with paragraph 2, subsections 
(c), (d) and (e) of the order in council constituting this 
Commission, You have filed a Supplementary brief, have 
you not? 

A. A supplementary brief was Submitted to the 
Commission, it was, Mr, Frawley. 

Q. I would suggest, Mr. Morrison, that you proceed 
to put that short brief of two pages into the record this 
morning by reading it. I may say, Mr. Chairman, that 
there is some difficulty about the missing third page. 

I may have to content myself with putting in the two pages 
and asking for leave to put in the remaining page after it 
has been found. 

A. I have a copy of the third page. 

Q. For the purpose of the record the third page 
could be read in and then copies can be furnished. I am 
sorry I have not even got copies for the Commissioners. 
Would you read the Supplementary submission? 

MR. O'DONNELL: The whole three pages? 
MR. FRAWLEY: Yes. 
the 
THE WITNESS: This is/supplementary submission 


of the Province of Alberta relating to paragraph 2, 
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Subparagraph (d), of P.C, 6033, and the Submission is 
dated January, 1950. 
1. ACCOUNTING METHODS AND STATISTICAL PROCEDURES 
Sub-paragraph (d) of Paragraph 2 of P.C.6033 
reads as follows: 
"(d) Review the present day accounting methods 
-and statistical procedure of railways in Canada, 
and report upon the advisability of adopting, 
(or otherwise), measures conducive to uniformity 
in such matters, and upon other related problems 
Such as depreciation accounting, the segregation 
of assets, revenues and other incomes, etc., as 
between railway and non-railway items, " 
(a)Uniform Accounting 
In our brief filed on 12th September, 1949, 
we submitted at P. 7 that your Commission should recommend 
that the Board of Transport Commissioners be empowered by 
statute to promulgate a uniform System of accounts for 
Steam Railways in Canada. 
In this we are supported by the Canadian National 
Railways which, in its brief at page 80, submits: 

"Canadian National submits that there should 
be a uniform system of accounts for Canadian Railways 
and that such system should be prescribed in account- 
ing classification to be issued by the Board of 
Transport Commissioners under statute authority." 

In support of thissubmission the Canadian 

National further states at page 81: 

"A management subject to accountability should 
not itself decide the accounting rules by which the 
results of its management are to be judged." 

The Province of Alberta adopts and Supports the 


foregoing observations and respectfully urges that the 
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Commission recommend that the accounts of Canadian 
Railways should be kept according to standard practices 
and in conformity with rules prescribed by the regulatory . 
body pursuant to statutory authority. 

(b) Depreciation 

In our submission we referredat page 4 to the 
Submission of the Province of Manitoba with respect to 
depreciation, which presentation, in the main, Ls in 
accordance with the views of the Province of Alberta. 

The recommendations of the Province of Manitoba in 
respect to depreciation are to be found in Chapter 5, 
commencing at page 7. The Province of Alberta endorses 
these recommendations with the following observations: 

In advocating uniform accounting under Statutory 
authority we include the Submission that the basis of 
depreciation or provision for retirement of assets be 
uniform in respect of all Canadian Railways and that the 
adoption of a uniform method of depreciation by all 
railways should be strictly enforced, 

We recommend that the regulatory body should 
require that the method of accounting for depreciation on 
all depreciable assets Should be on a depreciation 
accounting straight line basis, similar to the basis 
presently required by the Interstate Commerce Commission, 

In our submission we have already intimated 
that while we have a definite preference towards straight 
line depreciation, the paramount consideration is that 
the regulatory body should prescribe the method of 
depreciation to be followed after having satisfied 
itself as to the propriety of the rates involved, 
whether on a straight line or user basis. 


In our view, however, the ascertainment of 
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depreetation/an engineering problem and we would observe 
that in the actual depreciation suffered, obsolescence 

1s a most important factor, Emphasis has been placed 
by the Canadian Pacific on the value of the user basis 

as being determined by the use to which the assets are 
put, We would point out that with an efficient main- 
tenance program the use to which the asset is put may 
not be as important as the obsolescence which is accruing 
and which is usually measured by time rather than by use. 
Ap SEGREGATION OF ACCOUNTS f RAIL AND NON-RAIL 

The submissions of the Province of Alberta are 
contained on page ll of our brief, 

Because of the difficulties encountered in the 
recent rate hearings before the Board of Transport Com- 
missioners as to the allocation of what has been termed 
"Other Income" between rail and non-rail activities, we 
make the submission that the regulatory body be authorized 
and empowered by statute to determine which of the various 
types of corporate income should be included as rail 
income and so shown in material furnished to the Board 
in proceedings undertaken for the purpose of determining 
financial need for the fixing of freight rates. 

Our further Submission in this regard’ ia that 12 
would also be the duty of the Board to determine that any 
income excluded from rail income will have been charged 
with all expenses necessary to the earning of such 
excluded income, 


APPORTIONMENT 
As the accounts of the Canadian Pacific Railway 


have been used as the yardstick in recent rate hearings 
and because of the nature of the "requirements" as get 


out in the applications for rate increases, a method of 
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apportionment of certain of these requirements is neces- 
say. 

At page 127 of the Submission of the Canadian 
Pacific Railway it is stated: 

"The funded debt and Capital stock liabilities 

of the Company, as set out on Schedule 4B in the 

_ annual report to the Board and to the Bureau of 
Statistics, are not Segregated between the 
railway enterprise and the non~-railway Operations, 
and such a Segregation is not, of course, practical 
or even feasible except on a purely arbitrary basis. 

"Proceeds from the issuance of the capital 

Stock and other securities (apart from Equipment 
Obligations) have been merged in a common treasury 
aléne with all other monies which the Company con- 
Statnly receives from its many diversified 
operations, The Company Supplied a balance sheet 
and profit and loss account to the Board in the 20% 
Freight Rate Case (Exhibit (49)-49) showing an 
allocation of Capital and profit and loss between 
railway and non-railway properties," 

Because of the merging in a common treasury of 
all monies which the Company has received by way of funded 
debt and capital Stock, Alberta submits that in the 
case of Fixed Charges there mus t be an allocation and 
apportionment between Rail and Non- Rail and in the case 
of Dividends an apportionment. The reason for such an 
apportionment is that the monies received from the 
issuance of capital stock and other securities have been 
expended in both rail and Goncwalt activities and, 
therefore, the payments in respect of Fixed Charges and 


Dividends must be apportioned between these two operations 


of the company. 
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- 14443 - Mr. Morrison 


Alberta further submits that the basis of 
Such an apportionment should be the ratio of the total net 
assets to the net fixed assets of rail and the net fixed 
assets of non-rail respectively. Such ratio would be 
used to determine the respective amounts of the Fixed 
Charges and Dividends to be allocated to each activity. 
MR. FRAWLEY: Would you turn, please, to page 
Y of the principal brief which was put into the record 
yesterday. That deals with the purpose of uniform 
or standardized accounting, and that is one of the 
matters which we wish to emphasize before the Commission. 
I would ask you to read the two paragraphs beginning near 
the top of page 7. 

THE WITNESS; 

"The main purpose of uniform or standardized 
accounting is that the financial Statements of the 
Operator may be clearly understood by those who 
for any reason are interested in the results. 

At the present time the taxation statutes of 
Canada require that the income of a company be 
properly determined and to that end the accounts 

of all taxpayers are under close scrutiny by the 
taxation division of the Department of National 
Revenue, In like manner, in the case of railways, 
the Board of Transport Commissioners, and on occasion 
the representatives of the rate paying public are 
required or entitled to know that the financial 
statements represent the operating results on a 
uniform basis. It is not here suggested that 
such uniform results are necessarily used for the 
purpose of determining freight rates or passenger 


rates. The object of stressing the necessity for 
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a uniform classification of accounts is that the financial 
Statements may truly reflect the correct Operating con- 
ditions and the financial position generally. 

In the submission of the Province of Alberta 
there is definite need for the prescription of uniform 
accounts by the regulatory body, 1.e., the Board of 
Transport Commissioners, and for the continuous super- 


vision of those accounts by the regulatory body." 


(Page 14446 follows) 
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And in our submission, therefore, the Commission should 
recommend that the Board of Transport Commissioners be 
empowered by statute to promulgate a uniform system of 
accounts for steam railways in Canada generally, 
along the lines of the accounting classifications pre- 
scribed for United States railroads by the Interstate 
Commerce Commission. In our Submission the differences 
which the Canadian Pacific in its Outline Brief calls to 
the attention of the Commission should not be regarded 
as being sufficiently important to prevent the 
inauguration and functioning of a uniform system of accounts, 

Q@. I just want to ask you, Mr. Morrison, to 
elaborate on one or two places in the Supplementary 
brief, 

At the bottom of page 2 you say: 
"Our further submission in this regard is 

that it would also be the duty of the Board to 

determine that any income excluded from rail income 

will have been charged with all expenses necessary 
to the earning of such excluded income," 

Would you mina Just telling me what you mean, by way 

of an example, there? 

A, Your I have in mind that where you have income 
which appears from the accounts, or any segregation 
thereof, to be applicable to the two, in this particular 
instance, the two operations, rail and non-rail, we 
Suggest 1t should be part of the duty of the regulatory 


board to ensure that all necessary expenses such as 


the apportionment of overhead and of other things 
should be properly made between the two departments 
which, in this case, have been referred to as rail and 
non-rail operations. 


Q. Could you give me aw example of some particular 
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- 14448 . Mr. Morrison, in ch 
kind of revenue which might properly be excluded from 
rail income and still be called upon to bear its own 
share of the overhead expenses? 

A. I have in mind -= or an example comes to my 
mind -- of express earnings. In the accounts of the 
Canadian Pacific the net earnings from express operations 
aS such, according to the contract, go to rail Operations, 
while the net earnings from the financial operations 
under earnings go to non-rail or other income, 

Q. The financial Operations? 

A. Of the express department; and my thought is 
that it should be ensured that a proper distribution of 
Overhead in respect to those two operations should be 
properly made. 

Q. On page 3, dealing with apportionment, there 
is &@ passage I would like you to explain. You say: 

"Because of the merging in a common treasury 
of all monies which the Company has received by way 

Gr, funded debt and capital stock, Alberta submits 

that in the case of Fixed Charges there must be 

an allocation and apportionment between Rail and 

Non-Rail and in the case of Dividends an 


apportionment." 


Why is it that in one case there mst be an allocation 
and apportionment, while in the case of dividends only 
an apportionment? 

A, In the case of fixed charges, there are a 
number of items shown in the Annual Report, which can 
be definitely allocated to rail or to non-rail, as the 
case may be, 


Q. Those items need not be apportioned. They are 


merely allocated? 
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Aste Theat, ip right. .There still remains the balance 
of the fixed charges which, in our Opinion, are 
&pportionable as between rail and non-rail, 

With respect to dividends, the dividends are 
@ll paid in one amount. There are the two kinds of stock, 
the preferred and the common stocks but in so far as the 
total is concerned, it would not be possible to allocate 
those amounts; and therefore, in our Submission, it should 
be done on the basis of apportionment, 

Q. That is fine, Mr. Morrison, Now, my lord, our 
Submission with respect to the matter of Canadian Pacifice 
Canadian National co-operation, which was committed to 
this Commission by subparagraph (e) of paragraph 2 of the 
Terms of Reference is contained in the last one and a 
Quarter pages of the brief which was read yesterday, 

But there was an elaboration made at the request of 
Commission counsel on October 22, 1949, when I received 
& memorandum from Mr. Covert. 
As I would like to have the Submission of 
Alberta with respect to these financial matters all at 
One place in the record, I would therefore like to read 
this memorandum from Mr. Covert together with my reply, 
so that the position of Alberta with respect to this 
matter of co*Operation will all be in one place. 
The memorandum which is dated October 22, 1949, 
reads as follows: 
"October 22nd, 1949. 
MEMORANDUM TO COUNSEL FOR THE PROVINCES 
Re: Canadian National-Canadian Pecific Act 
1. It is the intention of the Commission 
to request both the Canadian Netional Railways 
and the Canadian Pacific Railway to have available, 


at the Ottawa hearings, witnesses prepared to deal 
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with the subject of Canadian National-Canadian 
Pacific Co-Operation under the above Act on the 
points as to the general question of the degree 
of co-operation Which is desirable and On the 
results which might be achieved oy Lt. 

e. It is hoped that Provincial Counsel 
will be prepared to examine such witnesses with 
& view to obtaining any information which they 
may desire. 

3. In addition to the foregoing, it is 
respectfully suggested that, if the Provinces 
have any specific recommendations to make with 
regard to economies or cCO-Operation which could 
be carried out in their respective Provinces, 
these should be submitted to the Commission and 
to the Railways at the earliest possible moment 
so that an Opportunity will be afforded to all 
interested to deal with the matters involved when 
this phase of the inquiry is proceeded with at the 
Ottawa hearings. 

4, It 1s suggested that each Province should 
state specifically its views on the following 
points: 

(a) As to whether or not the present Act 

is satisfactory; 

(b) As to what specific amendments they 
Suggest should be made if it is not 
satisfactory; 

(c) Specific suggestions as to what powers 
and duties, if any, the Board of Transport 


Commissioners shuuld be given under the 


Act. 
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Hi te I respectfully suggested that each 
Should be prepared to place on record its 
views on the following points: 

Re abandonments, whether any new procedures 
Should be adopted in view of the fact that 
many applications for abandonment have been 
made and have been rejected because of 


Opposition from the public. 


(b) As to whether or not abandonment might 


(a) 


more readily be granted if the Railways 
were authorized to substitute bus and/or 
truck services. 

Re: Regulation of Trucks 
It 1s suggested that each Province should 
State specifically, and in as clear-cut a 
manner as possible, its views on regula- 
tion of trucking. | 
Whether or not it is prepared to surrender 
jurisdiction over trucking and, if so, 
under what conditions. 
If the Province is not willing to surrender 
its control of trucking, would it be pre- 
pared to enter into an agreement that their 
regulatory commission would act in accord- 
ance with an agreed national policy and 
that the Provinces would enact measures 


uniform in principle to that end. 


While it is understood that the answers to 


the above questions cannot be binding upon the 


Provinces, nevertheless the Commission feels it 


might be very useful to have this information 


placed on the record." 
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"12th November, 1949, 
F. M. Covert, Esq., BGs 
Royal Commission on Transportation, 
Room 175, Chateau Laurier, 
Ottawa, Ontario. 
Dear Mr. Covert: 

Re: Canadian National-Canadian Pacific Act 

I have for acknowledgment your letter of 
eend ultimo forwarding copy of memorandum to 
counsel for the provinces, 

The general position of the Province of Alberta 
regarding Paragraph 2(e) of the Commission's Terms 
of Reference is set out at Pages 12 and 13 of its 
Brief entitled 'Canadian National Capital Struc- 
ture; Accounting Methods and Statistical Pro- 
cedures; Canadian Pacific-Canadian National Co- 
operation". The Province of Alberta indicated 
in that Brief that it supports and adopts the 
position of the Province of Nova Scotia in the 
matter of Canadian Pacific-Canadian National co- 
Operation. The Commission will find this matter 
discussed at pages 44 - 50 inclusive of the 
Submission of the Government of the Province of 
Nova Scotia. It is assumed from your letter and 
the memorandum which accompanied it that in the 
view of the Commissioners neither Submission has 
dealt with this subject in the particularity 
which the Commission feels is required. 

I will deal seriatim with the points raised 
in your memorandum of 22nd October. 

1. Your memorandum expresses the hope that pro- 
vincial counsel will be prepared to examine 
railway witnesses who will attend at the 


Commission's request to deal with the general 
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Question of the desirable degree of Canadian 
Pacific-Canadian National Co-Operation and with 
the results which might be achieved by such a 
degree of co-operation, [I shall endeavour to 
@ssist in that regard, having in mind the dif- 
ficulties indicated below. 

2, Your memorandum Suggests that counsel for 
the provinces should Submit to the Commission and 
the Railways any specific recommendations with 
regard to economies or co-operation which could 
be carried out in their respective provinces, 

It should be kept in mind that the interest 
which Alberta has in the Question of Canadian 
Pacific-Canadian National co-operation is related 
to the matter of financial need on the part of 
the Railways. The wasteful duplication which the 
Duff Commission deplored and which the resulting 
Statute was designed to correct vitally concerns 
us, representing as we do the producers and con- 
Sumers of goods carried by freight, because the 

effecting of economies in Operation would of 

necessity reduce expenses and so alleviate 
financial need. The intimate connection between 
such an improved financial position and the 
necessity for freight rate increases is at once 
apparent. In view of the foregoing, we are as 
much interested in the possibilities for further 
economies under the Canadian Pacific-Canadian 
National Act in Ontario and Quebec, for example, 
as we are in such economies in the Province of 
Alberta, 

Each of the two railways concerned has given 


the Commission what might be termed an ‘account 
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of its stewardship'. (See Pages 132 - 138 of the 
Canadian Pacific Brief, Part I, and Pages 155 - 160 
of the Canadian National Brief.) 

It is obvious that the Railways themselves are 
in the best position possible to know what economies 


might be achieved through co-operation, and we call 


. attention to the two statements in the Canadian 


Pacific and Canadian National briefs captioned 
'Projects on which study was interrupted Owing to 
war activities' = C.P. Brief Page 137; C.N. Brief 
Page 159; and 'Other projects which have received 
Study' - C.P. Brief Page 138; C.N. Brief Page 160, 
Clearly the government of a province having no day- 
to-day contact with the Operation of a federal 
railway, even in its own area, could not be expected 
to have any specialized knowledge regarding the 
advisability of the undertaking of joint operation 
or of any other operating economies. 

In any event, as to this part of your memo- 
randum I can only say that I have no instructions 
from the Government of the Province of Alberta in 
the matter and, so far as I know, the Government 
has not made the specialized study which it seems 
to me would be required before there could be 
offered to this Commission any considered view 
concerning the economies which should be adopted 
by the Canadian Pacific and/or Canadian National 
in the Province of Alberta. 

3. With regard to the specific suggestions which 
are made in Paragraph 4 of your memorandum, I refer 
again to the Submissions of the Province of Nova 
Scotia in this matter, and I would also call the 


attention of the Commission to the recommendations 
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upon this subject contained on Pages 5 and 6 of 
the Brief filed by the Canadian Federation of 
Agriculture, 
4, With regard to your request for the views of 
this Province on the Subject of rail abandonments, 
I must advise that in view of the position taken 
by the Government of the Province of Alberta with 
regard to highway transport I could not subscribe 
to the proposition that in conjunction with the 
abandonment of the rail lines railways should be 
authorized to substitute bus and/or truck services. 
Yours very truly, 
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Cr-ex 


My letter to Mr, Covert, which TI have just 
read, completes what I have to say with regard to 
subparagraph (e) of paragraph 2 of the Terms of 


Reference, 


CROSS-EXAMINATION By MR, EVANS: 

MR. EVANS: My lord, I had not intended to 
take part in the Cross-examination of this witness, 
Mr. Sinclair, who will follow me, prepared the cross- 
examination on the brief and on the Supplementary 
brief. But in view of the addition to the supple- 
mentary brief, which deals with a subject upon which 
I had some experience, I would ask that the Commission 
permit me to cross-examine on that one Subject, 
leaving to Mr, Sinclair the balance of the cross- 
examination. 

MR. EVANS: Q, Now, Mr. Morrison, would 
you direct your attention to page 3 of your supple- 
mentary brief on the matter of apportionment. I take 
it that what you are Suggesting is that there should 
be legislation Setting forth the basis of apportion-= 
ment, or just what is your submission? 

A. No, I would not Suggest -- at least, I did 
not propose, if that could be read into the suggestion, 
that the proportion of apportionment should be set out 
in legislation. 

Q. But your submission involved legislation 
which would direct the Board to make &n apportionment? 

A. Well, I had not thought just how the legis- 
lation would be worded. My submission is that the 
regulatory body should have the right to direct an 
apportionment. 

Q. Are you suggesting that they have not now the 


right, if they thought fit to do 80? 
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A. No, I do not Say that they have not the right. 
They have, for instance, made an apportionment in the 
matter of fixed Charges. They have not made an 
apportionment in the matter of dividends. 

Q. Is it your Suggestion that the failure of the 
Board to apportion dividends as you want them apportioned 
should be corrected by legislation in any way? 

A. No, not my submission. 

Q. May I take it that your submission with regard 
to apportionment does not involve a change in the 
present legislation? 

A. That is true. 

Q. Coming now to the Question of apportionment 
itself, is 1t your view that this Commission should be 
asked to direct somebody, to direct the Board or some- 
body, to reflect these views of apportionment, apart from 
legislation? 

A. Yes, It would be my submission that the Con- 
mission, if they agree with our contention, should make 
that recommendation. 

Q. Now then, as to the apportionment, do your 
Suggestions regarding apportionment of fixed charges 
and dividends envisage any question as to whether, in 
the process of apportionment, consideration should be 
given to the return provided by rail operations on the 
rail investment? 

A. Well now, "envisage"? We think, as you 
probably have in mind, a rate base and a rate of return, 
because I can see a distinction; and it was because of 
that reason that I mentioned at the Opening of page 3, 
"because of the nature of the requirements". And having 
that in mind, it would seem to me that the apportionment 


would not be necessary if we had a rate base and a rate 
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of return. We would, in a sense, have two separate 
corporations, one rail, and one non-rail, 

Q. Well, two separate corporations? You mean two 
Separate investment accounts? 

A. Exactly. 

Q. Upon which, in one or the other, a rate base 
could be calculated? 

A. Calculated. 

Q. And a rate of return provided? 

A, And a rate of return provided, which would then 
give an amount as to return. 

Q. With regard to the matter of requirements, the 
propriety or fairness of apportionment of any so-called 
requirements would depend on whether in the result you 
have provided a fair return on whatever investment there 
might be in the railway property. 

A, That could be taken into consideration. But in 
my Opinion we are dealing with two entirely different 
methods of arriving at the return to be given to the 
applying company. 

Q. I am accepting that; and if you are just -- I 
think it is my fault -- but if you would just apply your 
mind to the question: would not the propriety or the 
result achieved by any method of apportionment of so- 
called requirements depend on whether there emerged a 
rate of return which was fair, having regard to the 
investment in rail property? 

A, I cannot see that it follows. 

Q. I put to you @ Concrete example. If in the 
process of the apportionment of fixed charges and 
dividends, you should emerge with an allocation of 
fixed charges and dividends to rail enterprise so that 


‘the surplus for rail enterprise provided a return of, 
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let us say, 2 per cent on the denreciated investment 
in the rail enterprise, would you then feel that you 
Should look again at the investment, as to whether 
there should be an apportionment? 

A. No, not in my Submission, if the application was 
made on the basis of requirements. 

.Q. The application? 

A, We are speaking now of application. 

Q. We never mentioned "application". I am asking 
you whether, as an accountant of experience, it would be 
part of your philosophy that there should be an appore- 
tionment of dividendsana fixed charges which, added to- 
gether with the surplus provided for rail Operations in 
the formula, would produce less than a fair return on 
investment? 

A. I cannot answer yuur question without some 
qualifications, because, if I were regarding a rate of 
return to a company with a rate base, and a rate of 
return, I would not require to consider any matter of 
apportionment. 

Now, if the application came in the form of 
asking for a certain amount of fixed charges and of 
surplus, and there were two departments involved, I 
would think it would be necessary, irrespective of the 
amount of the rate of return which would emerge from 
the calculation, I would think it would be necessary 
to make @n apportionment. 

Q. Now, the fact is, is it not, that when the 
Board was asked by the Province, and I speak of the Board 
of Transport Commissioners, when the Board was asked by 
the provinces to provide an apportionment and allocation 


of fixed charges, and an apportionment of dividends, the 


im —° 


7 “ eneus AVAL Antatogugab oa go gnan taqe 9 
: Ue: + Apt 4ao% he ty BOE ple. ale seqiet siete 


ia std a on or eh 


huod edt 80 bam 


iq Deke BAW bRRoe 


Aaa PIOGRHeTE IO 
LvaKg od PORE | att 
at Oe as a he bas vonage te 


- 14460 - Mr. Morrison, cr-ex 


railways took the position that you had to test the 
result of the apportionment by the alternative of 
providing these requirements we have been speaking of 
in terms of return on the investment in rail property. 
Isn't that true? 

A. I recall that the railway took that position, 


certainly. 


(Page 14462 follows) 
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Q. I take it that your position is you 
prefer not. to €xpress any opinion on the alternatives 
I have put to you, merely because the application 
may not have specified that the railways were applying 
for an increased base on a rate of return on rate 
basis? 

| A. That would be my view, that is 
Correct. 

Q. So that you were not the other day 
in the Board expressing any Opinion as to the equities 
or fairness of the Proposition? 

A. That is true. 

Q. Then as an accountant I am going to 
ask you this question. Are you prepared to take the 
responsibility of Saying in your professional 
Capacity that there Should not be a fair return on 
the depreciated investment of the rail enterprises 

A. Indeed, no, the very Opposite, Mr. 
Evans. 

Q. Now, then, 1t follows, if that is the 
proper and equitable thing, that any apportionment 
must be viewed in the light of the return which that 
apportionment would provide on the investment of rail 
property? 

Now, that is your submission. 
I am asking you. 


You say it must be, do you? 


oO, > Dw & 


Yes. 

A. No, I don't say it must. 

MR. FRAWLEY: That is the second time 
you have asked the witness that. 

MR. EVANS: Mr. Frawley, I am asking the 


Witness. Q. Now, was Alberta Supporting Mr. Egan 
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in his apportiénment of dividends theory? 

THE CHAIRMAN: Who is Mr. Egan? 

MR. EVANS: He was an accounting witness 
before the Board. Q. Was Alberta Supporting Mr. Egan 
in his theory of apportionment of dividends in this 
recent rate case? 

A. Well, the method of apportionment of 
dividends which Mr. Egan put forward before the Board 
was certainly discussed with me aS representing the 
Province of Alberta. 

Q. Did you approve it? 

A. In some measure, yes. 

Q. In some measure? 

A. In some measure. That is, from the 
long point of view, if you were to take the results of 
the Canadian Pacific Railway over a long period of time 
the results emerged closely to the results which in my 
Opinion there would have been on a more proper basis, 
namely that of the investment in fixed assets. 

THE CHAIRMAN: The investment in what? 

A. The respective investments, sir, in 
fixed assets of the two departments, rail and non-rail. 

COMMISSIONER ANGUS: What does a long 
period of time mean? 

A. We looked over the record, sir, for a 
period of some 30 years. 

MR. EVANS: Q. But that was not the basis 
on which Mr. Egan submitted his exhibits in that case. 

A. That is quite true, but I am merely 
giving you the reason why we supported that matter to 
that extent. 

Q. Then I gather that your answer is that 
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you did not support the basis put forward by Mr. Egan 
in his exhibits? 

A. That is rAght,cinii¢s entirety. 

Q. But you dia not, through your counsel 
or otherwise, €xpress your opinion on the contrary to 
Mr. Egan in that case? 

A. You mean I did not? 

Q Yes. 

A You mean, to whom? 

Q. You did not to the Board. 
A. No, I did not to the Board. 

Q. As a witness or through your counsel 
express disagreement with Mr. Egan's proposal? 

A. I don't recall anything that counsel 
may have said. 

Q. Without going into these proposals in 
detail, they were based upon the actual earnings in 
rail and non-rail enterprises? 

A. That is right. 

Q. So that if in the period he took, which 
was the few years prior to the present time, the 
earnings happened to be low or were non-existent, then 
the dividend allocated or apportioned to rail would also 
be low or non-existent? 

A. That is right. 

Q. And as an accountant you felt you could 
not subscribe to that? 

A. That was one of the factors, yes. 

Q. But you did have in mind that you might 
fairly apportion, based upon a long period in the past, 
the earnings actually achieved by the rail enterprise 


and the other income enterprises? 
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A. That is right. f 

Q. So that in the long period you would 
have in mind, I Suppose, the period of some fifteen or 
twenty years in which the rail operation earned and 
paid dividends of 7%, and other income enterprises earned 
and paid dividend of an additional 3%? 

A. That period was included. 

Q. Yes, so that your period of examination, 
as it were, your period of Study for the purpose of 
arriving at the apportionment which you have advocated, 
would have taken into account that period? 

A. Well now, the last part, which JI 
would have advocated? 

Q. I thought you said that was your view? 

A. No, I would not have advocated it at 
any time. [I Tea I said I agreed that the proposition. 
comes in a study of that kind, and the results emerged 
Closely approximating to percentages that would emerge 
from an apportionment on the basis of the ratio of 
fixed assets in the two departments. 

Q. Yes, now, really what I want to gather 
from you. ig’ this, that all along when Mr. Egan's 
apportionment theories were being put forward, although 
Alberta apparently supported the proposition put forward 
by Mr. Egan, you, as the accounting adviser for Alberta 
had a different view as to what should be the basis of 
the apportionment. Your view, as you now express it, 
was that the apportionment should be related in round 
terms to the fixed assets or to the investment? 

A. Yes, I prefer my basis to that. 

Q. Now, then, the principle upon which you 


would allocate dividends in proportion to the fixed assets 
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Would be, I Suggest to you, a recognition of the 
principle that a level of fixed assets, whether on one 
Side or the Other, should have a return to be earned 
on those assets. 

A. Should have a return? 

Q. Yes. 

A. That is right, 

Q. And the question really gets down to 
this, that whether you gO On an apportionment basis 
or whether you go on a rate of return on investments 
or rate base, the result to be achieved is to achieve 
a fair return on a rate base from an investment? 

Meena. (At least, I would not subscribe to 
the whole of the question in that way, Mr. Evans, because 
I come back to the first proposition that I made, that 
if you are deciding the matter of a return to the company 
on the basis of a rate base and a rate of return, you 
do not require any apportionment. 

Q. Well, I have Gone with you on that. 

A. But then, as I appreciated your question, 
you joined the two up, and I feel that they must be 
Separated. 

Q. In other words you do not test the one 
by the other. 

A. That is correct. 

Q. Now, as an accountant, I assume you 
have a number of corporations whom you represent? 

A. We are auditors for a number of 
corporations, certainly. 

Q. Now, as an accountant with corporations 
as clients, are you prepared to offer your opinion here 
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to you, and I will make it in several stages so that 

we will not have any possibility of being at cross 
purposes. First, that any public utility corporation, 
be it a railway or be it any public utility corporation 
Or any corporation - - 

A. I was just going to ask, are you 
making a distinction between utility corporations and 
non-utility corporations? 

Q. Let us make the distinction for the 
first stage. 

A. Yes. 

Q. Any public utility corporation is 
entitled to earn a fair return on its investment? 

A. Yes. 

Q. And the reason why you, as an accountant 
would take that position is that until it does so it 
cannot attract capital to its enterprises? 

A. That is one of the reasons. 

Q. That is the prime reason? 

A. I would think SO, I would think it 
is a very important reason. 

Q. Yes, so that in the regulated utilities 
which we have been discussing the problem is for the 
regulatory authority to Boutie? thet question as to 
whether the utility has or has not a fair return on 
its investment? 

&.. You. 

Q. Now, the same problem does not arise 
in regard to unregulated corporations, does it? 

A. That is true. 

Q. . So that. the unregulated corporation 
will cut its cloth according to its ability to earn. 
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Q. Unrestricted, depending on its ability 
to sell or produce its commodities on the market? 

A. Yes, as a matter of fact, Mr. Evans, 

I think there is hardly any fair comparison. 

Q. Iam just trying to distinguish; I am 

not comparing. 

| A. In my opinion there is hardly any fair 
comparison from that point of view between a regulated 
company and an unregulated company. 

Q- I don't want to pursue the comparison 
or the distinction other than to make it clear that 
that distinction comes about because of the fact 
that the utilities are usually regulated by some 
tribunal or government authority? 

A. That is correct. 

Q. Now then, you have given it as your 
Opinion that it is necessary for a corporation Operating 
a utility to have a fair return on its investment? 

A. That is right. 

Q. And I think you would agree as an 
accountant that any rates that were regulated which 
did not produce that fair return,or perhaps I should 
Say, which did not permit the corporation to earn a 
fair return? 

A. Yes. 

Q. Would be unjust and unreasonable to the 
corporation? 

A. I would think so. 

Q. Then I am going back to ask you this 
final question. Having regard to what you have said, 
how can you as an accountant express your view that 
in the case in which we make an application for increased 


freight rates based on requirements, that there should 
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be no testing of those requirements by the one test 
which you, as an accountant, /is necessary to arrive 
at just and reasonable rates? 

A. That is not my view, that there should 
be no testing. There may be testing if it is said to 
be necessary, but I wags discussing in the light of that 
qudseion as to whether or not there Should be any 
apportionment of certain of the charges, namely fixed 
charges and dividends, in the light of that kind of 
Situation. I have no quarrel with the idea of having 
a test made, but in my Opinion that does not in any way 
detract from the necessity of making an apportionment. 

Q. Now then, if the sum total of the 
so-called requirements, together with the rail surplus, 
provide no more than a fair return on railway investment, 
you would still argue that there Should be an apportion- 
ment? 

Ae fn apportionment, but it does not 
necessarily mean that there may not have to be some 
further surplus. 

Q. So that I have you this way, that if 
you did make the apportionment you might then take 
into account in order to apply your test of a fair 
return, some question of increased surplus? 

A. That is right, that to my Opinion 
would be the correct way. 

Q@. Now, is that the final view of Alberta 
Or is that your personal view? 

A. That is my personal view. I can only 
speak in that capacity, Mr. Evans. 

Q. Perhaps we will hear from Mr. Frawley 


what the official view of Alberta is, because it is 
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certainly a new expression coming from Alberta? 

A. It was a new set of circumstances put 
forward Mr. Evans. 

MR. FRAWLEY: A lot of hypothetical questions 
you are asking the witness and you say you want my 


view. 


(Page 14470 follows) 
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CROSS-EXAMINATION BY MR. SINCLAIR 


Q. Mr. Morrison, I have a few questions in con- 
nection with Part II of your Brief. 

A. The supplementsry, Mr. Sinclair? 

Q. No, with Part II of the mein Brief end I will 
UPy eo “tio “inthe Supplementary, 

A. At Page 49 

Q. Yes, it Starts at Page 4. Now, the first 
subject that you deal with is s uniform classification 
of accounts? 

A. That 1s right. 

THE CHAIRMAN: What page did you say, Mr. 
Sinclair? 

MR. SINCLAIR: Page 4 it is, my lord, 
In the third paragraph you said that the importance of 
uniformity in standardizing accounts hss been recognized 
by many industries? 

A. That is right. 

Q. And that it is, you would say, a usual thing 
to find uniformity in industries? 

es No, unfortunately not, Mr. Sinclair. 

Q. Can you give me some examples of any other 
industries where there is uniformity? 

Fe Well, there is an smount of uniformity in the ( 
accounts of electrical companies, electrical producing ; 
companies. They follow a formula set out. That is one, 
end to some extent -- not as much as we would like to 
see -- in certain coal companies. I am Speaking now of 
the Dominion of Csnada. Those are the two that come to 
my mind at the moment. 

Q. Now, there is not complete uniformity in those? 


A. Oh, indeed no. 
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Q. And are you suggesting there should be complete 
uniformity in the classification of railway accounts? 

ie If possible, yes, very much so for this essential 
difference in the matter you have just mentioned, Mr. 
Sinclair, that I was thinking there of unregulated 
companies and uniformity in those sre not as important, 
in my submission, as the accounts of regulated companies. 

Q. Are electrical utilities regulated companies? 

A. Yes. 

Q. There is no uniformity there? 

A. Not complete uniformity. 

Q. Do you think it is possible to secure complete 
uniformity in Canadian railway accounting? 

A. I am not sure; I don't know. 

Qe You have considered the problem? 

A. Yes: 

Qe You know that there are essential differences 
between the Canadian National and Canadian Pecific? 

A. Not accountingwise; I do not know of any essential 
differences accountingwise. 

Q. Do you not think that Ehe treatment between 
profit and loss balances in the Canadian Pacific in the 
Shareholders! equity account end the Canedian Nsetional is 
fundamentally different? 

A. Not for the purpose that we heve in mind, Mr. 
Sinclair. I think the important accounts in which I would 
speak of uniformity sre the operating accounts. 

Q- And when you telk sbout uniformity, you do not 

anything 
include/except operating sccounts? 

A. I did not say that; I said the important ones 
are the operating accounts. There would be less diffi- 
culties present in making compsrisons if the operating 


accounts were uniform. The other accounts, I think, could 
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lend to analysis much more readily because they are much 
less in use. 

Q. And so, therefore, you recognize that in eny 
classification of accounts, some option or discretion must 
be left with the Company? 

A. Yes, but es little discretion as possible in the 
operating accounts which sre the essential ones. In fact, 
I would go further; the Operating and capital ceccounts, I 
think, ought to be es uniform as possible. Now, I agree 
that to get complete uniformity may be an ideal but I 
think it is desirable, if possible, 

Q. You would agree, would you not, eye not 
a matter that lends itself to statutory treatment? 

Pa You mean by prescription in statutt? Oh no, 

I certainly did not have in mind that the statute would 
prescribe the kind of account. 

Q. That is 9a matter to be left for negotiation? 

A. I would say it is a matter to be determined by 
the regulatory body. 

Q. In consultation with -- 

A. With the railways, certoinly in this case. 

Q. And the present Act enables the Board to provide 
a uniform classification? 

A. Well, I wonder, sir. I might agree with it but 
there seems to be some doubt about it. If I may refer 
to the recent judgment of the Board -- 

Q. We know ebout that; I am asking you as 2 pro- 
fessional witness -- 

A. May I answer the question, Mr. Sinclair? 

Q. I wanted your opinion, 

A. But I ssid there appears to be some doubt sbout 
it in the Board. Now, if there is doubt in the Boord, 


I think it may be proper to suggest there may be some 
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doubt in my mind. 


THE CHAIRMAN: What Judgment of the Board are 
you referring to? 

THE WITNESS: I am referring to the judgment 
of September 20, 1949, in the recent rate hearing -- the 
eight per cent Judgment I believe it is referred to at 
Page 13. 

MR. FRAWLEY: Would you please read what the 
Boserd say,so that it will be before the Commission? 

MR. SINCLAIR: It has been before the Board, 
Mr. Frawley. 

THE CHAIRMAN: I would like to have it read, 

THE WITNESS: At Page 13, reading the second 
from the last paragraph at the bottom of the page: 

"Counsel for the respondents have also 

maintained that if Other Income is not to be 
considered in fixing a level of freight rates 
that this Board exercise active control over 
the establishment of what is rail income 

end what is Other Income. The foregoing 
contention points directly to 5 fundamental 


difficulty experienced by the Board -- that 


the Railway Act does not, in its present 
form, give the Board authority to control the 
accounting procedure of the railways in the 
manner advocsted by counsel," 
MR. FRAWLEY: Then, the next paragraph. 
. MR. SINCLAIR: Why not the whole thing, Mr. 
Frawley? 
THE WITNESS: I em sorry: 
"In this connection it should be noted 
thet uniform occounting end = review of the 
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procedure of railways in Canada are by paragraph 
2 (d) of Order-in-Council P.C. 6033 referred 
to the Royal Commission on Transportation," 

MR. SINCLAIR: And you know, Mr. Morrison, 
that the view of the Canedion Pacific is that Section 126, 
coupled with Section 32 (2) of the Railway Act enables 
the Board to prescribe a uniform classification of 
accounts? 

ie I have heard that Stated, Mr. Sinclair. I do 
not know if it is so, 

Q. Is it your suggestion that if that is not clear 
that that might be Clarified so that the Board's power 
in regard to prescribing would be obvious to everybody? 
Is that what you have in mind? 

A. I have in mind that it should be under the 
statutory control of the Board, 

THE CHAIRMAN: You have referred, Mr. Sinclair, 
to 126? 

MR. SINCLAIR: Yes, my lord, and 32 (2), 

MR. FRAWLEY: Your lordship might slso be 
interested to know that at Page 21 of the factum of the 
Canadian Pacific in the Supreme Court of Canada recently 
thet argument has been put forward that there is presently 
in the Reilwsy Act the authority which the Board itself 
felt it did not have, 

THE CHAIRMAN: Did the court express any opinion 
about it? 

MR. FRAWLEY: I think not, sir, 

MR. SINCLAIR: It was not necessary, 

MR. FRAWLEY: Well, that is very nice for you to 
Sey thet. 

MR. EVANS: If the Commission would like to have 


in the record at this place en argument in Support of that 
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on those two Sections, I would be very glad to give it 
to them. If not, I will leave it to the end, 

THE CHAIRMAN: If we can have it some time, but 
it does not metter when. 

MR. EVANS: Whenever it suits your convenience. 
I am quite prepared to argue it now just to put it on 
the record in 3 convenient place if the Commission desires 
c iy 

THE CHAIRMAN: We will leave it until the final 
argument, 

MR. FRAWLEY: It is 911 written out in the factum 
before the Supreme Court. 

THE CHAIRMAN: We have not resd it yet. Go 
on, Mr. Sinclair, 

MR. SINCLAIR: What is, in your view, Mr. 
Morrison, the purpose of uniformity? 

A. In order to be able to ascertain in this case 
the results of the two railways end to know that those 
results sre properly comparable, 

Q. 18 20° 60 test Operating efficiency? 

ae Not necessarily. It would serve that purpose, 
no doubt, All I have in mind, Mr, Sinclair, os you may 
well know, is that we had great difficulty in being sure 
that we were always comparing comparable things and, 
in my submission es an accountant, that is the only way 
you can compare things, to be sure that they ere 
properly comparable and, therefore, we suggest that that 
would be accomplished by uniform accounting. 

Q. The only reason that you sre putting forward for 
the standard classification of account's is so that there 
can be comperability of operating resy1.ts? 

A, Of operating results and 211 t¥iose things 
that might flow from it. I 3m not prepere*d at the moment 
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to particularize 911 the things that might flow from it 
but certainly that would be the most importent. 

Q. And one of the most important metters in Operating 
results, in your view, I presume, would be the matter of 
depreciation? 

A, Oh, thet is just one of many. I think sll of 
them ere equally important put depreciation is 3 very 
important one. 

Q. Now, it would be more important, would it not, 
Mr. Morrison, to have both roads depreciating the same 
assets than it would to have the method of depreciation 
the same? 

A. You mean the same kind of assets? 

Q. The same type of assets? 

By Well, I think that depreciation, if we sere 
Speaking of thot now, Mr. Sinclsir, should be uniform 
88 to method and as to the kind of assets to be de- 
preciated, yes, 

Q. The question I asked wos, it would be more 
important to have the Same kind of assets being depreciated 
than it would to have the same method of depreciation 
applied? 

A. Not more important; I think both ore necessary, 

Q. You think that there ig no greoter difficulty 
in moking comperisons where there is one compsny having 
assets on retirement eccounting and snother company heaving 
that same type of assets on depreciating accounting? 

A. That lesds to confusion, certainly, but equally, 
Mr. Sinclair, in my Submission if you had the Same type 
of asset and used different methods, it would be equally 
wrong. 

Q. It would be equally difficult to compere? 

Me It would not be equally difficult; I think there 
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would be some difficulty in the first instance end, 
therefore, my Suggestion is to eliminate all difficulties, 

Q. That is the question I put, Mr. Morrison. I sosig 
it would result in more difficulties? 

A. Yes -ithateds right. 

Q. If one road was using retirement accounting and 
another road using depreciating accounting in respect of 
the same type of assets? 

A. That is true, 

Q. Than would result in different methods of 
depreciation being applied to essets? 

A. Yes, thats Oyen tb. 

Or Now, at the bottom of Page 4 you refer to the 
Interstate Commerce Commission classification? 


Fod Yes, 


Q. Now, you have studied this and studied the 
accounting of the Canadian Pocific through these rate 
cases, I presume in some particularity? 

Ae Not to any great extent. 

Q. With some particularity? 

A. That is correct. 

Q. And would I be correct in saying tht essentially 
the Canadian Pacific follows the classification of accounts 
98 prescribed by the Interstate Commerce Commission? 

A. I say essentially that is correct. 

Q. And the differences, would you agree, Mr. 
Morrison, arise from the different concepts of the 
businesses conducted by the Canadian Pacific and the 
American railwoys? 

A. Well, I would not know what, in the Opinion 
of the Company. “ai ve cause to the differences. 

Q. I am asking. 

A. I don't know. 
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Q. Well, you know the differences that exist in 
the wey express is handled on American railroads and by 
the Canadian Pacific? 

A. I know that there is a difference. I am not 
familiar with the American method other than there is 

a difference in the express handling of the Canadian 
Pacific and the Canadian Netional. 

Q. Well, o fundamental difference as might result 
in a difference in treatment of accounts as between the 
United States railroads and the Canedian Pecsrrey 

Ay I was not suggesting here that there Should be 
full comparability with Americen roads. I am speaking of 
Canadian roads at the moment. 

Q. You are not suggesting that the Interstate 
Commerce Commission classification be adopted? 

A. No, not at all, Mr. Sinclair, 

Q. You think there should be developed a classifi- 
cation that would fit Canadian conditions? 

A. That is right and, if possible, of course, if 
it were possible to fit that in to the comparison with 
the American roads that would be so much better. Then 
you would have 9 further method of comperability of 
operating results but the important thing is e Canedian 
classification. 

Q. Would you agree thet en objective in making 
the Canadian Classification would be to meke it applicable 
to sll railways in Canada? 

A. Well, with some modification in the small 
railways, Mr. Sincleir. 

Q. You would not meke the differences that are 
followed by the Interstate Commerce Commission in its 
classificetion between Class I and Class II send 


Smaller railways? You would not make separate classificetions? 
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A. Yes, I think that would be perfectly in order, 
I would not suggest that the Smaller railweys for instance 
in Cenada should follow a very elaborate classificotion 
of accounts, 

Q. Are you suggesting thst there is no necessity 
for the Canadian classification that would be applicable 
to the Canadian Pocific to be an elaborate one? 

A. When I spesk of "elaborate" I mean which would 
be comparable with the classification which is in Class 
I railroads in the United States at the present time. 

Q. Have you considered whether there could be a 
consolidation of some of the accounts now in the Interstate 
Commerce Commission classification in this proposed 
classification? 

A. No, I have not, Mr, Sinclair, for this reason 
that I now express, and I mention it on Page I of our 
submission, that we might have an opportunity of ex- 
amining the pertinent studies made by the Commission's 
technical advisers on the matter of uniform accounting 
So that we have not made ony study of the possibilities 
of consolidation or any other changes, for that matter. 

Q. AS an expert accountant, Mr. Morrison, you would 
agree, would you not, that the object would be to make 
the classification 3s Simple ss possible? 

A. Yes. 

Q. On Page V you refer there to the resolution 
of the United States Scnate re costs and the trensmittel 
of that resolution to the Interstate Commerce Commission 
end then the report that resulted from the study by the 
Interstate Commerce Commission? 

A. Yes, 

Q. Are you suggesting thet that method set out 


in Senate Document No. 63 or as re-issued is being followed 
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by any Americen carrier? 

Bs No, I am not Suggesting that sat all. 

Q. Do you suggest thet rail service costs should 
be determined in the monner set forth in the document 
ribtiche ried lesa be Document No. 63? 

A. Well, I would not know without a2 complete study 
of that Document. 

Q. I just did not understand the purpose, Mr. 
M°rrison? 

Ais The purpose is to Show, in my opinion, Mr. 
Sinclair, the desirability of uniformity. Nothing more 
nor less. 

Q. You followed that reference in your brief by 
Saying: "As 9 conclusion, it will, therefore, be appreciated 
--"9 

A. Excuse me, until I find it. 

Q. Third paragraph, Page V: "It will therefore, 
be appreciated"; that is, as I read it, on account of 
what you heve just said? 

A. Well, not just only on account of what I have 
Just said. Do you mean in respect of Senate Document 
No. 63? 

Q@. And the Interstate Commerce Commission? 

A. And on all other things that I have said. 

MR. FRAWLEY: Everything on Page 4 surely 
you will let us have, Mr. Sincloir? 

MR. SINCLAIR: I am telking to the witness. 
If Mr. Frawley wants to go into the witness box we will 
wait until he gets there. 

THE WITNESS: There is no disjoining of my 
conclusion with sll the foregoing meterial. It is only 
pert of it. The reference to Senatse Document No. 63 


is not more importont than 211 the other meterisl that 
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has gone before it. 

Q. I wented to know what importance it has? 

A. To show, as I Say, the desirability in the 
minds of ell those connected with these matters of 
uniformity. 

Q. That there should be cost findings? 

Be et Yes, and cost findings must be on a uniform 


basis; otherwise they cannot be comparable, 
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Q. On page 5 you go further and by way of illus- 
tration you refer to the general instructions given to the 
United States railroads for the uniform system of accounts 
relating to road and equipment? 

A. wee. 

Q. You say: 

"The carriers records shall be kept with 
sufficient particularity to show" -- 
and you go on to say that they shall fully enumerate the 
various items of the accounts? 

ae That is right. 

Q. Now, do you suggest that full information with 
respect to railway operations has not been made available 
by the railways to the Board of Transport Commissioners 
under present legislation? 

A. You mean separately -- no, I am not suggesting 
it has not been. I say it will be of much easier examina- 
tion if the accounts are kept on a uniform basis. 

Q. But they can get now under the present legis- 
lation any information they require? 

A. Certainly, no doubt about that. 

Q. You also are aware that the railways file with the 
Bureau of Statistics annually a report that is made avail- 
able to the public? 

A. Oh, yes. 

Q. And the Bureau of Statistics could secure 
additional information if they thought it was necessary 
under the statute in the public interest? 

A. Oh, I am sure they could. 

Q. In your supplementary brief, page 2 -- 

A. Page 2? 

Q. Yes, I am now turning to the question of 


depreciation. It is your view that depreciation is an 
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engineering problem, is it? 

A. The ascertaimment of the rate of depreciation, 
yes. 

Q. It is not an accounting problem? 

A. No. 

Q. You would not suggest that ascertaining the 
service life is a matter of accountants! studies and 
judgment? 

A. No, LI think not. 

Q. Solely an engineering problem? 

A. Not necessarily solely, but mainly; I think the 
accountant can be of assistance. 


Q. You think it is the accountant assisting the 


engineer? 
A. Yves , 
Q. Not the engineer assisting the accountant? 


A. OR. 'ti0's 

Q. Now, the service life is only one matter in 
depreciation, is it not? 

A. Well, it may be an all-inclusive term, 

Q. Service life? 

A. Servide, 1ifescould be. 

Q. So when you use "service life" you include in 
that the amount that would be necessary to charge to 
reflect current wastage? 

A. No, no} service life is the measure, whether 
by unit basis or yearly basis, my appreciation of the 
term "service life." 

Q. Do you make any distinction between the term 
"service life" and "depreciation"? 

h. I do not think they are the same at all. One is 
the yardstick for measuring the amount of depreciation, 


for measuring it. Depreciation is the amount that will 
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be set aside. 

Q. You say the ascertaining of service life is 
an engineering problem, and you also Say depreciation, 
as you have just described it, is an engineering problem? 

A. Depreciation, of course, flows from the ascer- 
tainment of the service life. It flows from it. You 
determine the amount of depreciation after you have de- 
termined the service life, 

Q. And you say that the determining of the amount of 
depreciation is an engineering problem? 

A. No, I say the determining of the rate of de- 
preciation is an engineering problem. The determining 
of the amount is a simple mathematical calculation, 

Q. So that the only part of the accountant in 
depreciation is to make the mathematical calculation? 


A. In so far as the accountant is concerned, that 


is right. 
Q. In your view does depreciation reflect accurately 


the physical depreciation in any given year? 

A. I would not think so. All the evidence I have 
ever heard is that the book depreciation, as we refer to 
it, is usually in excess of the actual depreciation, 
sustained depreciation. 

COMMISSIONER INNIS: Q. Do the Interstate 
Commerce Commission accounts take that into account? 

A. I do not know as to whether or not they have 
taken into account the point as to whether or not they 
accurately reflect the actual depreciation sustained. 

They allow certain rates of depreciation which are expected 
and deemed to measure the wastage, but I have no infor- 


mation as to how closely their rates do actually measure 


the actual wastage. 
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Q. But you would have some doubts as to whether 
they did? 

AG ves;s Dywould. 

MR. SINCLAIR: Q. So that the engineer faced with 
this problem is attempting to distribute, is he, the cost 
of the asset? 

i, No, the accountant will distribute the cost on 
the information given him by the engineer. 

Q. That is not a problem? 

Avs That is not proper? 

Q. That is not a problem? 

A. No. 

Q. That is just a mathematical calculation? 

A. That is* right. 

Q. Now, in the allocation of charges of this 
original cost of the asset do you consider that some allow- 
ances should be made for occurrences in year? 

A. For occurrences within a year -- I am not quite 
sure I follow you, Mr. Sinclair. 

Q. It is an engineering problem, determining the 
service life? 

A. The service life, that is right, at a certain 
date, 

Q. You said that all the accountant then did was to 
make a mathematical calculation applying that rate to the 
cost of the asset? 

A. That is right. 

Q. And it would be your view that that would be 
dividing one into another, would it? 

A. You would determine the rate. If it was twenty 
years it would be 5 per cent of the asset. If it would 


last twenty years to recover the full amount of the asset 
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it would take a rate of 5 per cent, reducing it to figures. 
You would then multiply the amount involved in the cost 
of these assets by the 5 per cent, and that is how you 
would determine the charge for depreciation in respect 
of that year. 

Q. And under that could you take into account 
occurrences within the year? 

Ae Yes, certainly. 

Q. You can vary one year's charges to the next? 

1h Oh, certainly you would. On the straight line 
basis that is exactly what you would do because you have 
additions to your assets throughout the year, and they 
are going to depreciate. 

Q. I am not dealing with changes in inventory; 
I am dealing wi 

AY I am sorry; what changes were you dealing with? 

Q. Changes arising from use. 

A. Changes arising from use. Well now, we 


really must be discussing two things. There are two 


‘general methods -- 


Q. Let us not have too much theory. Try to help 
me if you can. I may be at cross purposes with you. 

A. Perhaps I did not understand your question. 

Q. No doubt I am at fault. What I am suggesting 
to you is that after this mathematical calculation had 
been made -- 

A. Tell me what the mathematical calculation is 
supposed to be, 

Q. What you told me. 

A. I know. 

Q. The service life would be divided into the cost 


of the group of assets? 
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A. There I am thinking of Straight line depreciation. 
Q That is right. 

A. And you have the same thought. 

Q That is right. 

A. O.K 

Q. I am asking you whether that will allow for any 
occurrences within the year? 

A. Occurrences at that, of course, is a very large 
and wide field. It will allow for additions to the asset. 
If you have that in mind as an occurrence the answer would 
be yes. If you have something else in mind -- 

Q. What other occurrences? 

A. I am sorry -- 

Q. You tell me what other occurrences it would allow? 

A. It will allow for no other occurrences if it is on 
a Straight line basis other than additions to the asset. 

Q. I see, So that actually the only occurrences 
are additions to the inventory value under the straight line 
method? 

Aes That is right, and when you say "additions" there 
might be reductions, you understand, 

Q. Quite so is changes? 

A. Changes is a better word, 

THE CHAIRMAN: Mr. Sinclair, we will take a 


recess for a few minutes, 


---Recess, 


MR. SINCLAIR: Q. Mr. Morrison, you told me 
that the only occurrence that could be taken into account 
under the straight line method in any given year would be 
changes in the inventory? 


A. The only occurrence in respect of depreciation 


charges -- 
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THE CHAIRMAN: What is the question? 

MR. SINCLAIR: Q. I said Mr. Morrison told me 
the only occurrences that could be taken into account in 
dealing with depreciation charges in any given year under 
the straight line method were the changes in inventory? 

a. That is correct; that would affect the amount 
of depreciation charged for that year. 

Q. You will agree that there are other occurrences 
in a year in any business besides changes in inventory 
that can affect depreciation outside of the Straight line 
definition of depreciation? 

A% Other occurrences of it is quite a vague word, 
Mr. Sinclair. I think you had better define it for me 
and then I will be quite sure that I am -- 

Q. Let me suggest that depreciation does not measure 
the physical depreciation of the asset or group of assets? 

A. itis expected to: Whether or not it does, 
of course, is quite open to question. 

Q. It does not do it on an engineering appraisal? 

A. It does it on an engineering appraisal basis. 

Q. It does? 
A 


‘ It does. It is supposed to. Let me put it 


this way so that there will be no misunderstanding. Dealing 


first with the straight line method of depreciation, the 
engineers estimate the life of the asset taking into con- 
Sideration use, obsolescence,and all of those related 
matters, and they say the asset will last so many years. 
The accountant then is in possession of the information 
which will enable him to make the necessary charge for 
the depreciation in order that the costs of the year may 
properly reflect wastage of the assets earning the income. 
COMMISSIONER INNIS: Q. Why does the accountant 


pursue such a conservative policy? 
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A. The accountant? 

Q. Yes? 

A. It is not conservative in so far as he is con- 
cerned, He is given that rate by the engineer. The 
engineer says to him that it will last, shall we say, 
twenty years. 

Q. I got the impression that book depreciation 
was much more rapid than actual depreciation? 

ae That is what has actually transpired in actual 
practice, not dealing only with utility accounts but 
generally speaking. 

Q. That is the fault of the engineer and not the 
accountant? 

AY Because the basis of depreciation has been set 
in the main in Canada not from either an engineering or 
accounting point of view but mainly from an income tax 
point of view. In other words, the rates that have been 
set and used in most cases, in my opinion, are actually 
in excess of the actual physical depreciation. 

Q. Have you any further detailed information as to 


the effects of income tax on depreciation systems? 


(Page 14492 follows) 
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A. In what regard, sir? 

Q. I mean, generally. 

A. No, other than the Income Tax Department have 
allowed certain depreciation rates, and these, in the 
main, have been adopted by businesses. I think they 
will find they have assets which, in many cases, are 
fully depreciated, while the assets &@are still there and 
being used for the purpose of the business. That is 
why I said that, in my Opinion, the rates are actually 
in excess of the actual physical depreciation. 

Q. And it goes back to the Income Tax? 

h. Wet. ‘sis 

COMMISSIONER ANGUS: Q. If you were cal- 


culating, for rate making purposes, and you found that 


the engineers had given you a wrong rate so that some- 
thing was written off in twenty years which, in fact, 
lasted twenty-five years. Would a correction be made? 

A, No, it is not usual. The depreciation goes 
through the books and it is accumulated, and equals the 
value of the assets, but you still have the assets, 
yet it is fully depreciated. You can make a correction 
by reducing the depreciation reserve, and credit that 
amount back to surplus. It means that your earnings 
for those years were really understated. 

Q. If that correction is not made, would the 
gain or loss from the error affect the shareholders 
of the company, or would it affect posterity, so to 
speak, I mean the users in later years? 

A, Let us assume that the depreciation charges 
are too high. Therefore the earnings of those years 
which are involved would have been too low. Therefore 
One might say that if the earnings had been greater, 


the company might have declared greater dividends. 
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With that hypothesis, one might say that the share- 
holders suffer. On the other hand, the fact that you 
made 4 greater depreciation than is necessary might 
suggest that the book value of your assets does not 
reflect the true value, because your reserves are too 
high. 

| Q. If the rate base, for rate making purposes, is 
unaffected, shall we say, by the assets being written 
off too quickly, would not the effect on the railways, 
SO to speak, having get something for nothing, make 
its subsequent costs a little lower? 

A. Iteis also depleted; if we were determining 
a rate here on a rate base, and you had taken too much 
depreciation -- the coripany had taken too much 
depreciation == and the regulatory body said: That is 
the amount of depreciation which has to be taken into 
consideration in ascertaining your net investment -- 

THE CHAIRMAN: Q. You mean overstatement by 
the company, or something else? 

A. The actual amount which would in this case 
include overstatement; they are, ina sense, penalizing 
themselves; but if the regulatory body would say, "You 
are only going to get, on your rate of return, the cost 
of your assets less depreciation -- 

MR. SINCLAIR: Q. Depreciation is the 
allocation of the value yearly, the yearly allocation 
of the value of the assets over their useful life? 

A. If you would say "cost" instead of "value". 

Q. And it does not attempt to measure the actual 
physical depreciation of an asset in any given year? 

A. Yes, it is supposed to; it should be synonymous, 
those two things; that is to say, if the estimate of 


depreciation is proper, then at the end of the lifetime, 
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whether that unit passes by the user method or by the 
Straight line method for years, the asset should be 
fully written off at the end of its service Lifes 

Q. I am trying to discuss with you the straight 
line method. I have not said anything about the user 
method. 

A. I thought you suggested "use" a moment ago. 

Q. Well, under the straight line method, the 
charge to depreciation of a group of assets which was 
held in reserve -- 

A, Yes. 

Q. Which was held in reserve in one year and 
not used -- 

A. And not? 

Q. Used. 

A> enves * 

Q. Would there be a different charge in that year, 
than if they had been used, let us say, extensively? 

A. Now, we are dealing from the company's point 
of view only, because depreciation is a rather peculiar 
animal in that the Income Tax Department are very 
much interested in assets which are not used in the 
earning of the income. But, if you are dealing only 
with the company, the same rate of depreciation would 
apply to the assets which are used as to the assets 
Which are not used. 

Q. So that, in that year, under the straight 
line method, they have not valuated, or made any 


valuation of physical depreciation in respect to the 
group of assets which were not used in that year’ 


4, They have not made any -- 


Q. Any valuation of the physical depreciation 
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of that group of assets? 

A. I think they will have because, in determining 
Service life, use is not the Only factor. These assets 
might depreciate much more by obsolescence, by the fact 
that they have not been used. 

Q. So actually they are taken care of, should I say, 
by obsolescence and natural decay; but they have not any 
factor in there for use? 

A. Oh, yes, they have, 

Q. But in so far as they were not used, and there 
was @ factor of use in the amount charged, the charge 
in that year was overstated. 

A. That would not necessarily follow because, when 
the estimate was made in the first place as to how long 
that asset would last, all of the factors of use and 
Obsolescence would have been taken into account. The 
engineer making that survey would know that in some years 
there would be less use of the assets than in other 
years. 

Q. I am afraid we are at cross-purposes. I am 
trying to ascertain from you whether, under the straight 
line method, this engineering problem correctly reflects 
the amount of physical depreciation of any group of 


assets in @ given year, 


A. I would say it is supposed to, yes. 

Q. I then put to you an example of a group of 
assets which, in a given year, are not used. 

A. I appreciate that. 

Q. You would not agree, I take it, that that would 
not correctly reflect the physical depreciation of the 
group of assets under the straight line method? 

A. No, unless I knew exactly how the engineer, 


when he was making up his yearly life, What weight, 
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he put on the fact that in some years they would not be 
used. I think what you are trying to suggest to me is 
not that there is no user base for depreciation in that 
particular year. 

Q. I am just dealing with straight line basis. 

A, Straight line basis dves not, as & separate 
entity, take care of use; but in my submission it is 
included in the survey which the engineer makes, when he 
determines the rate. 

Q. Yes, the use to which the assets are put in any 
given year is an occurrence with him in that year? 

A. It is an occurrence with him in that year and 
it is taken into consideration in determining straight 
line depreciation. 

Q. And your proposition is that under the straight 
line it can be fixed so that the allocation properly 
reflects the use to which it is put in any given year? 

A. Assuming that the engineer, in making his 
determination of rate, took those things into considera- 
tion. 

Q. You know that railway equipment is used in 
varying intensity from year to year? 

Ae. I downs Sinclair. 

Q. It fluctuates widely? 

Aen That is right. 

Q. And if there were a method of depreciation that 
could give due weight to that factor, it would be the 
preferable method to be used in railway accounting. 
Would you agree with that? 

A. I assume that it would be preferable. 

Q. It would be an advance of any method which did 
not give full weight? 

A. I suggest that the other does give the weight. 


— 
= 


>. 7y 


4 Ma Om 
eade at Sadh. tout ah ae 


ab aa ct deanyes of patytd eta ioe cede Sute$ i. sbewr 9 
tok af aorrstoerash t6% 4eea tener On >. exodtt. adh ten. rs 


get nolsetoerqeh Yo portion 6 otev atedt tt Bad (2 . 


ey ed biguv gf ,.osnay dagtt af Fist av Matty avis bive 

oattnvacos gevitet ni heavy ed of Sarit ont ¢ sidetstotd oN 
iY ahs ty bw acts UOx btuow | 
A 


Bit dotrly poddsed yas Io sinethes ne of Giuew #t «2 


eit aretors ad eihoow 7t saris 


salts 4 98 a 


| | Viele bone tke’ SVLR fu ay 
atdgiev edo evts sech tutto att dnd Soma + Lope 


- 14497 - Mr. Morrison, creex 


We have to measure the effect of obsolescence as 
against use. I agree that the user rate determines 
more accurately on the use basis. Now, whether it 
also accurately reflects the obsolescent feature, I do 
not know. 

Q@. On page 2 of your supplementary brief I see 
this sentence: 

"We would point out that with an efficient 
maintenance program the use to which the assets 
is put may not be as important as the obsolescence 
which is accruing and which is usually measured 
by time rather than by use." 

You would agree with me, would you not, 

Mr. Morrison, that it is taken for granted, in setting 
up your service life, that a full and proper maintenance 
program is going to be adopted? 

A. wOhy yess 

Q. You support that proposition? 

A. On any scheme of depreciation you will start 
off with the basis that there is a proper scheme of 
measuring your costs, and that it will affect the rate 
of depreciation. 

Q. So that, therefore, assuming that proper 
maintenance is being done, then in fixing your service 
life you take into account the factors of wear and 
tear? 

A. \Thatiite right, 

Q@,. And they are important factors? 

A. They are very important factors. 

Q. Then why do you put so much stress on 
obsolescence? 

A. Not "so much stress"; I have merely given it 


significance because I think that in this age we are 
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beginning to realize that obsolescence is probably a 
8reater factor than even use. 

Q. When the service life is fixed, it is fixed 
On the basis of past experience? 

A. Yos, of course, 

Q. Of judgment? 

A. Of judgment, 

Q@. And in that is judgment as to the Obsolescence 
factor for any group of assets? 

A. I would think so, 

Q. And another is the Judgment as to the use to 
which the asset will be put over its life? 

A. That is correct. 

Q. Now, you have adopted the submission of 


Manitoba in regard to depreciation, as set out in their 


submission to this Commission, with certain modifications? 


A, With observations, that is right, 

Q. So you would agree that the definition as put 
forward by Mr. Migatoe in the 21 per cent case, which 
is quoted in the submission of Manitoba? 

A. You mean the definition of depreciation? 

Q. Yes. 

A. Yes, without hesitation. 

Q@. And it is quoted at page 117 of the submission 
of the Canadian Pacific Railway Company, Part I? 

A, That is right. 

Q@. Now, that definition, I think, should be read 
into the record: 

"Depreciation accounting is a system of 
accounting which aims to distribute the cost or 
Other basic value of tangible capital assets, 
less salvage, (if any) over the estimated useful 


life of the unit (which may be a group of assets) 
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in a systematic and rational manner. It is a 
process of allocation, not of valuation. 
Depreciation for the year is the portion of the 
total charge under such a System that is allocated 
to the year, Although the allocation may properly 
take into account occurrences during the year, it 
‘is not intended to be a measurement of the effect 

of all such occurrences." 

MR. FRAWLEY, I think you said it was 
Mr. Glassco's definition? 

MR, SINCLAIR: I said: "First put forward 
by Mr. Glassco," 

MR. FRAWLEY: But your brief indicates that 
it came from the American Institute of Accountants, 
and that it was drawn up by its committee on boumane 
ology. 

MR. SINCLAIR: Quite so, 

THE CHAIRMAN: Did Mr. Glassco adopt this 
language? 

MR. SINCLAIR: Yes, Mr, Chairman, and it has 
now been adopted by Mr. Morrison. 

THE WITNESS: That is quite correct, I 
adopt that definition. 

MR. FRAWLEY: That makes it very clear. 

MR. SINCLAIR: I am happy to have your 
concurrence, Mr. Frawley. 

THE CHAIRMAN: Where is it? 

MR. SINCLAIR: It is at page 117 of Part I 
of the submission of Canadian Pacific Railway Company, 
Mr. Chairman, 

THE CHAIRMAN: Very well. 

MR. SINCLAIR: Q. I take it, Mr. Morrison, 


that you say that straight line depreciation complies 
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with that definition? 

A. That is a definition of depreciation 
accounting. Any method of depreciation can fit into 
that definition, 

Q@. So that the user method of depreciation also 
fits in with this definition? 

-A. Certainly. 

Q. Now, you are not suggesting, are you, 

Mr. Morrison, that by statute, the method of depreciation 
that should be followed by the railways should be 
delineated? 

Sina doyt no. 

»- That is a matter -- 


. For the Board, the regulatory board, 


Q 
A 
Q. In conference with the railways? 
A. There is no question but that they would do so. 
Q. You think they should? 
A Yes, certainly. 

MR. FRAWLEY: You would see to that, I think. 

MR. SINCLAIR: I often wonder what Mr.Frawley 
would do under the circumstances. We would be quite 
prepared to give whatever assistance we could to the 
Board or to anybody else. 

MR. SINCLAIR: Q. I have a statement here 
that I would like to have your views upon, Mr.Morrison, 
if I may. Dealing with depreciation, it says: 

"If we keep searching for the best method 


of calculating depreciation for various industries, 


instead of accepting as universal the straight 


line basis, which at one time we came very close 
to doing, then we may find depreciation policies 


that are more realistically related to the way 
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business in those particular industries is 
done," and those charged for the use of equip- 
ment may be more nearly related to the income 
therefrom." 
MR, FRAWLEY: I take it that you will tell 
the witness who is speaking? 
MR. EVANS: Oh, he is putting it to the witness 
as & question, 
MR. FRAWLEY: Of course you are. But aren't 
you going to tell the witness who said that? 
MR. SINCLAIR: If Mr. Morrison tells me that 
he agrees with it -- 
THE CHAIRMAN: Who said it? 
MR. SINCLAIR: That was a statement by 
Mr. George D. Bailey, Past President of the American 
Institute of Accountants. 
THE WITNESS: Yes, I know Mr, Bailey. 
MR. SINCLAIR: @Q. Would you agree with that 
statement? 
A. Might I have the opening words again, please? 
Q. "If we keep searching for the best method 
of calculating depreciation .. .' 
A. I follow that. 
Q. ", . .for the best method of calculating 
depreciation by various industries, instead of 
accepting as universal the straight line basis 
which, at one time, we came very close to doing, 
then we may find depreciation policies that are 
more realistically related to the way business 


in those particular industries is done." 


(Page 14507 follows) 
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A. I would not quarrel with the statement 
at all, Mr. Sinclair. I believe in being progressive 
in all things. 

THE CHAIRMAN: Pardon me, Mr. Sinclair, 
what does it say we might find? We might find what? 

MR. SINCLAIR: Depreciation policies. 

THE CHAIRMAN: He does not say that he 
has found them, does he? 

THE WITNESS: No, no. 

MR. SINCLAIR: No, my lord. Now, - - 

A. Did I finish? Have I finished my 
answer on that, Mr. Sinclair? 

Q. I took it your answer was, that you 
agree to that statement? 

A. No, I said I have no quarrel with the 
statement, and I am also hoping to be progressive and 
looking for new methods, but I am not subscribing that 
the present method of straight line does not reflect 
a proper charge for the use of the assets. 

Q. You say trat the straight line method 
is the most realistic method to apply as the depreciation 
policy of rail accounting? 

A. Not necessarily the most realistic, 
not necessarily. I know of no better at the moment. 
There may be substitutes for it but I know of no better. 

Q. Well, I want to ask you if it is the 
most realistic to be applied to the railway industry? 

A. When you say most realistic it must be 
compared with something else. 

‘ Q. Well then, is it more realistic than the 
user method? 

A. Not more, put just as realistic I think. 


Q. Do you think it is wise from the 
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Standpoint of the company that has wide fluctuations 
in its use of assets, to adopt the straight line basis? 

A. Well, I have no quarrel with them 
adopting it, but on the other hand, I think the straight 
line method, in the long view, would give them just as 
good a result - from this point of view, Mr. Sinclair 
(because there must be a reason for that statement) 
that, referring to the matter of the lack of use of an 
asset, under the user method it attracts very little 
depreciation. 

Q. Quite so. 

A. Now, I can visualize that it might suffer 
great depreciation because of the lack of use. Now, 
a company must of course in its wisdom adopt whichever, 
after experience, is the better method. 

Q. You know Mr. George 0. May? 

A. I met Mr. Geage O. May. 

Q. Mr. May, I think, is the dean of 
American accountants? 

A. He has been referred to as the dean of 
American accountants. 

Q. Would you agree with that? 

A. I am not in a position to or otherwise, 
I don't know. 

Q. You will agree that he is an eminent 


authority? 


i> 


Very much so. 

MR. FRAWLEY: And a member of the Country 
Club. 

MR. SINCLAIR: I did not know Mr. Frawley 
had so much time on his hands. I thought he was too 


busy. 
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THE WITNESS: That was last year. 

MR. FRAWLEY: That was a couple of years 
ago. 

MR. SINCLAIR: Mr. May has stated that the 
user method of depreciction is theoretically preferable 
and practically wiser in dealing with railway depreciation 
accounting. 

THE CHAIRMAN: Practically what? 

MR. SINCLAIR: Wiser. Do you agree with 
that statement? 

A. Theoretically preferable and practically 
wiser? I could subscribe to it, yes. 

Q. And Mr. May has also stated concerning 
the user method of depreciation as being applicable 
to railways, that it is am advance on the previous 
methods, having reference to the previous method being 
Straight line. Would you agree with that? 

A. W&ll, I have no knowledge really, 
because I have not made a study, but I will not quarrel 
wilh Mr. May's statement because no doubt he made a 
Study when he made that statement. 

Q. Now, you know Mr. Thompson? 

Bia OMe) ad Os. Thompson? 

Q. Yes. 

A. Very well indeed. 

Q. You would agree that he is an eminent 
qualified accountant? 

A. Yes, 

Q. Would you agree with this statement 
which was made by Mr. Thompson, that the user basis - - 


MR. FRAWLEY: That is because he came from 


Alberta, isn't it? 
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MR. SINCLAIR: We will accept that. Q. Mr. 
Thompson made this statement, that the user basis is 
particularly applicable to a railway. Do you agree 
with that? 

A. It can be particularly applicable to a 
railway, yes. 

@. He says, "is", "is particularly applic- 
able". Would you agree with that? 

A. Yes, I would not quarrel with that. 

Q. Do you know Mr. Dalgleish? 

THE CHAIRMAN: Does he say why it is 
particularly applicable? 

MR. SINCLAIR: On the basis, my lord, that 
any railway traffic fluctuates to such an extent that 
the view expressed by Mr. Thompson was that under those 
circumstances the basis is particularly applicable. 

COMMISSIONER INNIS: Could we have Mr. 
Thompson's qualifications put on the record? 

MR. SINCLAIR: He is the senior partner in 
Canada of the firm of Peat, Marwick & Mitchell. I 
know Mr. Frawley knows he is from Alberta, and he likely 
knows all his qualifications, if he wants to put the 
qualificitions on the record. 

MR. FRAWLEY: No, I am just worrying about 
Mr. Sinclair's paraphrasing of Mr. Thompson. I am a 
little bothered about that because it is all written 
down. 

MR. MacPHERSON: Is Mr. Thompson giving 
evidence, because he gave evidence before the Board of 
Transport Commissioners. 


MR. SINCLAIR: Mr. Thompson's qualifications 


‘i 2. tah? Sheena eal cade 


edd elnontioga % i aetna ip Be BO ST ae Oe ily i ; 
: j ; Ps if ; 7 
f - ? “~~ a a yhwlie: 7 ‘ 


t 
i . ‘ * + 4eh re ie - ae 5 » f 7 
ryt! aptiigore wits eiiea.b rere we “eevee so +e 


chi we cite sreghes Doy “blow “Melbae | 
* ie 
. Haat -Atuew Deere Brase eS Va 
Oe Herat Sie a woni soy of «Pf 
et o> - einer et eee + RASATAND aut | - 
ie ’ ae git: Pe as ubeatuo has acd 


7 “ r “hi . bat +: Ee’ ’ : Py 
i Tice te owes vet Pr) ty eed awAs ‘ aft ie TALS tin a) af tas , a 


ay . io 1 + Pep. Se o < + -) ’ , bes 
: set) cinsiwe ob Hate ot matiegeteal? of Tye ‘Yewhter Ye 
7 ‘ 
} eames erohny tel) ome aero oi wa benegxs Sot BAS 
t 
r : ws Te a . i ( 
Sten) Crome ytpelien tren ot Bard ait? peers saaTes | 
‘ey eh eyed ew. Biies> | seth AEA PTLD ; 
\ “ ; Uy 
irooex. ont! ees dram enotkios Fad tekep 2” sroequiont 
’ : a 
- ot magteng totyse off ef Sa) pRrAieaire Spi 
: ' ‘— > : ” 


{ x . Ufeiase a obrrad ade teri Sar io Rbeies 
7, wisiild 24 bre ,aroeih gett ot on ened qebwava) 2a wore 


Aris Ais eid E : a ee rey. 4s : 
; doves eel Ws cenerreolTiteep Si4-ie ewomt  ~ 


‘ Sere xe . 
it ue 4 wv Cie & . oS + ca 
: : il 


seroost “Sato enoLsperttisivp 


4a anivertow Jewt we 2 .on <a MARS bs ti 


7 f 
‘| ims kl pbegmrt? og to “ateenigeres et oh ‘a 
wedtree fic at #2 wteened sats seoda patented eloeit - 
. ae Se sewed” 


0 


aalriy nesqmoc? .a% al yRORAEATSSM Pa) | ye 


Lo fcsod ef sroted gonehive evay vel Saving mys odd 
: ae ae ws 


* trecioins pia Hi bia ait: 


eieidso rt tere &* nO same - aa eee . ws 6 rey mH 


ae 


~aa . 
aS 


- 14511 - Mr. Morrison Cr.ex 


will be found at Page 14289 of Volume 77 of the 21 
Percent. Case. 

MR. MacPHERSON; My only point in rising, 
my lord, is this, that if Mr. Thompson's qualifications 
and a paraphrasing of his evidence in the 30 Percent. 
Case is given, then I think all his evidence should be 
1¥i 

MR. EVANS: We would quite agree with that. 

THE CHAIRMAN: Would you like to cross 
examine him? 

MR. MacPHERSON: Yes. 

MR. EVANS: My Submission, my lord, about 
this is that in cross examination it Should be open to 
counsel to put any questions that are relevant to an 
expert. 

THE CHAIRMAN: I don't see any objection to 
that. I don't see any , Wrong done so far. 

MR. EVANS: No, sir. 

THE CHAIRMAN: But I have asked Mr. MacPherson 
whether he would like to cross examine Mr. Thompson 
on the statement he has made which I think is a fair 
enough proposal. Is Mr. Thompson here? 

MR. FRAWLEY: Yes, he is always here when 
there is a provincial accounting witness on the stand. 

THE CHAIRMAN: We will hear from you again 
Mr. MacPherson. 

MR. SINCLAIR: Do you know Mr. Dalgleish? 

A Mr. Ken Dalgleish? 

Q. Yes. 

A I do. 

Q. Would you agree that he is an eminently 


Qualified chartered accountant? 
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At AL) Os 

Q. This is a Statement Mr. Dalgleish made 
and I would. -ask you if you agree with it:- 

"In my view the user basis of deprecia- 
tion is eminently suitable for railroad 
accounting because railroads experience 
violent fluctuations in operation." 

A. Yes, I would agree, with thet statement, 
and the similar statement made by Mr. Thompson, with 
my own reservation that I mentioned before, that in 
my Opinion while they are still eminently adapted to 
those, consideration Should be given to the depreciation 
that takes place when there is no use. 

Q. Do you know Mr. Glassco? 

BK oie TRG. 

Q. You will agree that he is an eminently 
qualified chartered accountant? 

A. Yes. 

Q. He has stated that the user method 
Of depreciation for railways is an ideal method. His 
term is "ideal method" would you agree with that? 

A. Yes, with the same qualification, Mr. 
Sinclair. 

Q. Do you know Mr. Paul Grady? 

A. I know of him,I don't know him, Mr. 
Sinclair. 

Q. He is the partner of Price, Waterhouse 
& Company, New York. 

A. So I believe. 

Q. And you would agree that he is an 
eminently qualified accountant? 


A. I would think so. 
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THE CHAIRMAN: Is there such a thing as 
this, that the assets of a railway might be divisible 
into two classes, in respect of some of which depreciation 
would be better accounted for by the time method, and 
others by the user method. Is that possible? The railway 
has all sorts of assets, and some of them are moveable 
and some are not. 

A. That very Situation, I think, presently 
exists in the case of the C.P.R., that they have their 
shop and power equipment on a Straight line basis. 

MR. EVANS: No. 

THE WITNESS: I am sorry, Mr. Evans. 

MR. EVANS: No, I would be glad to help 
your lordship on that. The only assets which we have 
on straight line depreciation, are inland Steamships and 
work equipment, that is, equipment, used on the railway 
for work erews and material used in the process of 
maintenance and that kind of thing. Work equipment and 
inland steamships are on the Straight line method. The 
rest are on the user basis including shop and power equip- 


ment. 


THE CHAIRMAN: Those are the facts. My question 


to the witness is, in the case of the railways (and we 
have in mind these two large Canadian railways) is 
it not possible that their assets might be divisible 
into those whose depreciation would be determined on the 
user method and those where it would be determined on 
the time method? 

A. On the time method. 

Q. Is it worth while going into that, do 


you think? 
A. It no doubt would be. There is certainly 
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the possibility. I have not given it a thought so I 
would not wish to express an Opinion now, but it 
certainly might be possible. 

Q. Well, think it over then. 

MR. SINCLAIR: I just wish, my lord, to 
complete the reference to Mr. Grady and ask the witness 
if he would agree with this statement with reference to 
the user method in the railways, that it provides, in 
his words, "a more equitable charge against periodic 
income"? 

A. I would agree, with the same qualification, 
the same reservation. 

Q. Now, no matter whether you use the user 
method or the straight line method, the first problem 
is to ascertain the service life. 

A. That is right, measured in one case in 
years and in the other case in units of service. 

Q. And in determining the service life in 
the user formula, the first Step is to determine the service 
life in years, is it not? 

A. Well, I am not familiar with what the 
procedure is, Mr. Sinclair, how that was determined, 
because we were unable to get the information. 

Q. Now, Mr. Morrison, would you not agree 
that the test of a depreciation method is by experience? 


A. Oh, yes, I think that would follow. 


(Page 14515 follows) 


? 


; 
rs 
a 
Ls 
iu 
f 
i) a 
. ihe y Fi % 
« 
. 
: 
Fj 
7 
? 
« 774 
: 
i 
» F 


.90 donde 


, t en srguont 2 3D aavdg dom aved Tt <WeEligtasog 


‘ 2 


yy i) ri 


a » 


re, 7 D < .! 
~ a 

af ; _ - oe 

, ‘ : 4 > 7 


~ 


an ibe 
a, i 


dh tee (wen to aise mh Beorttixe of Matw Jon bivow ah 
: : ~\ ned 


Madtenoa od dogia yintetres . 


7 
s + t « . Pm. ; 
4 as res + & 4v a 9 ‘ 
fe 4 Tour PY MSL Td wee) Ce 4 y ~~ 
i 
Mths 
Oe 
, ‘ os see © ve'¥ Sug a 4 prry 7 
i. : % , As Oe ie? es a 7M 
‘ = 
: _- ita eng es pe Rei t+ stelatgon 
, ~~ RY 4 iQ be | ms - s ro mini 7 asi : 
” 
“ 
gtk A ees rales et, 7 rn 
i's tAanwestaheea efits a: ag | fvow sit “1! 
g 7 3 4 = + 
et \ i) Y ; Fy a2 t * a AW; 4 aAu ht nie TY u | - i * ees 
t 
Ps ad hon r 
‘1 Same ay ie “ ryt } - airtO j ain 
- ‘ 
P & 
» 
' ic Siti 
: L an 
‘ 
? eo +3 4233 Ny ay tye ; 
4 . + * ) teks a 
* 
. = én 1 am 
TOLTEVISHST OSMAA ONT 
: ; i “ 
- vei easdaw ow . wor o¢ , 
fi Gass 4 2h bn, ac wwii tee Kn sam 4 
Se cp t"y ee) > “sgh? ay v2 3 Zi a ree. 1 10 Ot bi 
2 é : 2 eae ' 
with mateeoe en ateseenes of Bi 
’ 
% 7 4 mi 7 : 
aes Se, a x | ; Agi Yee Se eat au mw 4 3 A 
a oe 7 . on 
wy fed t { 2 aR TSijct (1 ; | 4 ay Soy 
a 
tims wy J te 
‘al ne : ts <a ‘ 
aa x ‘ : 
v Pid Ft he) AH 23 Sis i s 7 rt ab ai °a% 
" } 
i + * 47 j ) 
bere, . t T69 ~% 44 be “. 
- | 2 a p 
PF ogg * eos § P i ) SS $ 
’ 


j 


(avoliot 2£00L age) oy 


2 
s 


-14515- Mr. Morrison cr-ex 


Q. So that if you have the experience, the method 
by which the depreciation rate Was errived at is not 
material, is it? 

A. Yes, the method is still material. 

Q. But the real test is experience? 

A. Well, that is the most helpful thing in de- 
termining what the lifetime is,either measured in years 
or in units of service. 

Q. Now, I take it, Mr. Morrison, that all esssets 
depreciate? 

pie Well, there is an exception saccountingwise, 

Mr. Sinclair. Land usually does not depreciate in the 
accounts but it is an asset. 

Q. Well, with that exception? 

A. I think, generally Speaking, that would be 
correct. 

Q. And you would egree, or would you, that the 
realistic method would be to apply depreciation accounting 
to 311 depreciable assets? 

A. Depreciation accounting, yea, Mp. Sinetaiy tt 
occurs to me I may have misled you there when we were 
Speaking of depreciable assets. Now, there is an exception 
which comes to my mind now of rails a ties and these 
things which in railway accounting-while es an accountant 
we would regard them as depreciable but which hes not been 
done in railwey accounting. | 

Q. But rood property with the exception of rails, 
ties, snd ballast should have epplied in your deprecistion 
§8ccounting? 

Bus Yes, but I inadvertently said yes with one 
except.fon, that of lend. I had forgotten these others, 

| MR. FRAWLEY: ave you mede it clear to the 
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A. t think so, Mr, Frawley. 

THE CHAIRMAN: You Say such es railway ties? 

Re They are not carried on depreciation. The first 
set is put in and after that they are on the renewal basis. 

Q. Whenever they sre worn out? 

A. 268. 

MR. SINCLAIR: They sre treated on e renewal 
basis, my lord, because they vary es nearly 93s can be 
100 per cent with traffic. Loe Lee ia 7 have, thank you, 
my lord. Thank you, Mr. Morrison. 

THE CHAIRMAN: Anybody else? 

COMMISSIONER INNIS: Mr. Morrison, could you give 
us any indication as to why the Bureau of Statistics (I 
think Mr. Sinclo?ir made some reference to it) lms. not 
developed the statistics as fully es perheps you would 
like? 

Pit Well, my only observation in that matter, sir, 
is that whetever the Bureau should require should be 
required from both the major railways on e uniform basis 
in order that when comparing the results, we would know 
thet they ere being preperly comparable. 

Q. But why has * the Bureau not done that? 

A. Well, I would not lve any knowledge of that, 
Sir; I don't know. 

Q. You have not eny criticism to make of the 
Bureau? 

A. Oh no. From their point of view it may not 
have occurred that the differences were essential. Now, 
it is only when perhaps we get into a rate hesring that 
you find these differences which it is not desirable to have 
eny doubt sbout es to their comparability. Perhaps in the 


ordinary everydsy run of affairs these things msy be quite 
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understood but when you come to 8 heering where it is 
important thet you should compsre figures for different 
services, then I think it is most advisable, if possible, 
to have them on s properly comparable besis. 

Q. Did the Board of Transport Commissioners set 
up an Economic Branch because of the deficiency of the 
Dominion Buresu of Statistics? 


A. I have no knowledge as to that, sir. 


CROSS-EXAMINATION BY MR. EVANS 
an tN EV END 


Q. H ving regard to Dr. Innis! question I just 
wanted to get clear on the record: were you intending to 
Suggest that the opersting statistics supplied to the 
Bureau of Stetistics and published in their reports are 
not now comparable as between the two major railways? 

A. No. 

Q. When you spoke of statistics did you mean 
operating results, operating statistics? 

Cy I used the word ",tatistics" but in regard to 
operating results I would not suggest thet they sre not 
comparable, Mr. Evans. 

Q. My information is thot they sre for operating 
Statistics? 

A. I would think that is probably true. 

COMMISSIONER INNIS: One other point. I wondered 
what you meant by obsolescence. One gets the impression 
8s 2a mere layman as Mr. Evans would say, that perhaps 
there is no such thing as obsolescence in roilway equipment. 
There is the fect that during 2 period of heavy strain of 
traffic there will be whole cers brought back whether 
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A. I would suggest, Sir, thet even if they are 
brought back, they ere on the books et their original 
velue and because of the fact that they are old fashioned, 
shall we say, they sre not in use to earn the income in 
the same way thet the more up-to-date cars are, so thet 
while it is quite true that they may well be in Service, 
their service is limited insofar as earning capacity is 
concerned, 

Q. I wes just wondering whet illustretions you might 


have? 


A. Thet comes to my mind at the moment, sir. 


CROSS-EXAMINATION BY MR. SHEPARD 


Q. Mr. Chairmen, I have just one very brief question 
to ask Mr. Morrison. You have told Mr. Sinclair that you 
would favour depreciation accounting for @ depreciable 
road, the classification of reilway eccounts known 3s 
"depreciable roads"? 

A. Yes, 

Q. And I presume your preference there would be on 
the assumption which is perhaps obvious that there are st 
the same time not being charged any renewals to current 
maintenance? 

A. Oh yes, of course. 

MR. EVANS: I think in view of thst cross- 
examination that we should re-open the question in cross- 
examination because there is a suggestion here that was 
not dealt with When he was cross-examined before. If TI 
might ask a question? 

THE CHAIRMAN: Ask him oegain then. 

MR. EVANS: Mr. Shepard has suggested to you 


thet you might have e different view as to the practice of 
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deprecisetion eccounting if you found thet renewals were 
also being charged in regard to those essets? 

A. Well, thot wes not as I understood the question, 
Mr. Evens, The question thet I answered was "You favour 
deprecistion accounting on depreciable roads?" and I 
enswered "Yes", 

Q. You would not expect -- what wes your last 
question, Mr. Shepera? 

MR. SHEPARD: I do not remember my last question 
but I just wented to hsve that clear on the record, 

MR. EVANS: As long as we understand each other, 
One is exclusive of the other? 

A. Thet is right. 

Q. Are we talking of units or portions of units when 
you sey one is exclusive of the other? 

Ss I do not understand what you mean by "units". 

Q. You ere familiar with the Interstate Commerce 
Commission classification of accounts which provides for 
retirements on 3 unit basis? 

A. Yes, 

Q. And when you are speaking of the practice of 
depreciation accounting at the seme time es there are 
renewals charged to expenses, I wont to get it clear from 
you thet you ere speaking in terms of renewals of perts 
and not renewals of units? 

A. Well, when I speak of depreciation on deprecieble 
road, I mean that s service life, whether in terms of 
years or in terms of use will be ascribed to those assets 
end they will be depreciated annually on 3 depreciation 
accounting b sis, 

Q. But we sre talking ebout this question of Mr. 
Shepard's which rather suggested thst there were some 


qualifications in your view becsuse of the suggestion that 
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perhaps renewal accounting was also precticed at the 


same time? 


ie No, I leave my enswer on that basis, Mr. Evans, 


---At usite the Commission sdjourned to meet again at 
2:45 p.m. 
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AFTERNOON SESS ION 


KENNETH JOHN MORRISON, RECALLED 
EXAMINED BY MR. COVERT: 

Q. Mr. Morrison, I wanted to find out first if it 
was the view of the Province of Alberta that a rate of 
return on investment is the best way of establishing a 
rate: pose, or if it is your view? 7 

Rie Well, it is the method that certainly in Alberta 
we are used to. 

THE CHAIRMAN: Q. You say you are "used to," 
Used to in what? 

Pie In the province of Alberta in determining rate 
cases. 

Q. For public utilities? 

A.For public utilities, yes, sir. 

Q. You are not talking of railways now? 

A. No, sir, we have not had any railway hearings 
in the province of Alberta. 

MR. FRAWLEY: We had some railways and we gold. 
them to the Canadian Pacific. 

MR. COVERT: Q. Perhaps I should not press that 
any further. I wondered if you would say that in your 
opinion that was the best way? 

A. I think so, MY. Covert, yes; that would be quite 
fair. It is a method which gives to the utility a rate 
of return, or a return rather on the investment in the 
utility. 

Q. Now, on the question of apportionment of financial 
charges I was going to ask you if it is not true that the 
only or perhaps the main reason for the apportionment of 
financial charges in recent rate cases is the absence of 


a satisfactory rail investment figure on which to 
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establish a fair return? 

A. I would think that is correct; that would be my 
view, yes. 

COMMISSIONER ANGUS: Q. In Alberta have you 
ever had to deal with two competing public utilities go 
that you had two rate bases? I am thinking of the 
C.P R. and C.N.R. 

Rh. No, we have not had that problem, Usually the 
rate hearings are restricted to the utility requesting 
an increase in rates, but I have had no experienee where 
we had two utilities being considered at the same time. 

MR. COVERT: Q. Mr, Morrison, in your view 
would uniform accounting lead to a more certain and re 
haps more Satisfactory measurement of rail earnings as 
well as giving a proper comparison between companies? 

Rs I think it would, yes. 

Q. On this question of depreciation there are one 
or two questions I wanted to ask you, one under the group 
method of depreciation. Is it not true that an amount in 
excess of the original cost of a particular asset may be 
recovered if the service life is underestimated? 

A. In the group? 

Q. Yes? 

Ax Yes, in so far as a particular asset is concerned 
but not in respect of the aggregate of the group. 

Q. And I suppose it is true to say or at least it 
can be argued that depreciation through use is in large 
part restored through current maintenance? 

THE CHAIRMAN: Is in large part what? 

MR. COVERT: Q. Restored through current main- 


tenance? 


f Well, they run hand in hand, those two items, 


the 


depreciation through use and the policy of maintenance, 
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Q. Now, I understand that most of the railway 
operating expenses vary with revenues and use, and one 
might say there is merit in having depreciation vary in 
a Similar manner provided proper rates could be determined? 

A. Oh, yes, and provided of course that all of 
these things are taken into consideration when determining 
the rate for a user basis. 

Q. I suppose if you have fluctuating operating 
revenue and fluctuating operating expense you have a curve 
like that, perhaps two curves running somewhat close to- 
gether. If you use the straight line method of depreeia- 
tion you are apt to have in lean years perhaps too 
heavy depreciation to carry? 

A. It is quite true in lean years where revenue is 
down the depreciation charge, which of course would be 
related to the use of the assets, would be more uniform 
than in the user basis when it would fluctuate. 

Q. There were a few points I wanted to discuss with 
you concerning the classification of assets as between 
rail and honeenry, I wanted to get your views on a few 
of those, for instance, the Canadian Pacific Express 
company. Do you think that should be included as rail 
or nnn dae 

A. Well, I feel that it ought to be included as 
rail as the predominating operation is a rail operation. 

Q. Then in connection with items such as money 
orders and so on, what would you do with them? 

A. That at the moment has been regarded as a part 
of the express operation. I appreciate that could be 
divorced separately, and the point we made there was that 
if the regulatory board were to determine that should be 
so treated as Other Income or homme’ operations, that 


all of the expense properly attributable to that service 
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Should be applied, 

Q. Now, telegraphs, how would you treat that? 

Bie The same comment would be true there, that in 
the main that part that is rail should be considered as 
rail, and if the regulatory body decided there was a 
portion of it that ought to be regarded as non-rail 
operations because it might not be under regulation, 
then our observation is it should be seen that all expenses 
are properly attributed to both operations. 

Q. You would segregate the operations of the 
telegraph company and divide them between rail and non- 
rail and apportion the expenses the same way? 

A. That is correct. 

Q. And how would you treat inland steamships? 

A. Well, it is very difficult to distinguish that 
as being different from a rail operation. It 
appears to be a continuity of it or complementary with 
Lt 

Q. You would -- 

A. We would regard it as a rail operation, 

MR. EVANS: Q. It is so regarded now, is it 
not, Mr. Morrison? 

A. That is right. 

MR. COVERT: Q. And motor bus and truck com- 


iis In the rail operations? 

Q. Yes? 

A. If they are under control of course they would be 
a part of the rail operations. 

Q. Then do you fix as a yardstick the fact that 
they are regulated or controlled? Is that a test that 


you would apply? 
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A. That is a test that we felt could be applied, 
whether or not it was under regulation. If it was under 
regulation then it ought to be a part of the regulated 
operations, 

Q. And hotels? 

A, Hotels we have regarded as Other Income in 
recent hearings. 

Q. Is it your view that is the correct way to deal 
with it? 

A. I would think so, yes, 

THE CHAIRMAN: Q. As Other Income? 
A. As eee perhaps I should say, Mr. Chairman. 
MR. COVERT: Q. .And how would you deal with 
grain elevators? 

A. I would think grain elevators would be a rail 
operation. 

Q. And what would your reasoning be in that case? 

A. That it was connected very closely with rail 
operations. I realize, of course, in all of these de- 
cisions as to whether they are rail or non-rail it re- 
quires very extensive study, and I certainly have not 
given it that kind of study to give an opinion that might 
be of value to this Commission. 

Q. I wondered if, for instance, grain elevators 
would really be more a part of the railway operation than 
hotels? 

A. Well, that is, of course, just the difficulty 
that one finds one's self in, and that is why I felt if 
there was to be a review made by the technical advisers 
of the Commission that that matter would receive more 
careful study than certainly I have given to it. 

Q. Now, dealing with stockyards, would you place 


them in the same category as grain elevators? 
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A. Yes, 
THE CHAIRMAN: Pardon me, where is the revenue 
of grain elevators derived from, what class of people? 


You mean grain elevators belonging to the railway company? 


MR. COVERT: Yes, that is what I am talking about, 


THE CHAIRMAN: What about them? How do they 
operate? In one way you might say they are like freight 
sheds. They are storing goods being carried. 

MR. FRAWLEY: We do not know very much about 
these grain elevators and I am sure Mr. Evans does not know 


B#k« 


THE CHAIRMAN: In so far as you are coneerned, Mr. 


Evans, are you paid for the Storage of grain in one of your 
elevators? 

MR. EVANS: Oh, yes. 

THE CHAIRMAN: Under a tariff fixed by the Board 
of Grain Commissioners? 

MR. EVANS: The Board of Grain Commissioners, 
not the Board of Railway Commissioners, 

THE CHAIRMAN: The Board of Grain Commissioners 
have fixed a tariff there? 

THE WITNESS: That is right, sir. 

THE CHAIRMAN: You see there are two different 
boards there and it might make the question rather complex. 

THE WITNESS: Yes, it does. It makes it very 
difficult to definitely determine, and that is why in our 
Submission we suggested that the Commission should, if 
possible, make a recommendation that the regulatory board 
Should determine what income should be designated as 
rail income and what income should be designated as non- 


rail income, 


COMMISSIONER ANGUS: Q. Is the significance of 
this distinction in considering the level of rates the 
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fact that account would be taken of the profits of these 
undertakings if they were rail and not taken if they were 
non-rail? 
A. That is correct, 
THE CHAIRMAN: And their losses, 
COMMISSIONER ANGUS: Their losses. 
THE WITNESS: They would be really ignored by 
the regulatory body. 
THE CHAIRMAN: Q. The losses would be ignored? 
A. And the profits, yes, nonsvats that is. 
COMMISSIONER ANGUS: Q. No, rail. 
A. Rail would stand by themselves, 
Q. Losses and profits on rail operations would come 
into the picture? 


A. That is correct, sir. 


(Page 14528 follows) 
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Would that make it extremely difficult to 
have compatability between two railways, if one had 
& great many of these enterprises and the other did not? 

A. No. If the regulatory board laid down what 
was to be rail, then,naturally, if they did not come 
under that category, they would be non-rail. 

Q. I am clear about that. But if you had to 
have the same rates for goods on the two railways? 

A. Yes? 

Q. And one is, let uc suppese, making a large 
income from outside operations which are classed as 
rail operations, and if the other had no counterpart, 
would that not create a difficulty? 

A. It ought not to, because they are both railway 
companies operating under regulation of the railway 
board, and that board states that revenue from that 
concern is to be considered in the determination sf 
rates; and if one of the railways should have that kind 
of revenue, it ought not to make any difference. 

THE CHAIRMAN: Q. One of the companies might 
not have a telegraph line? 

A. That ie true’: 

Q. Or it might not have any hotels? 

A; Theat te-rignt. 

MR. COVERT: In what category would you put 
ocean steamships? 

THE CHAIRMAN: What is the queStion? 

MR, COVERT: Q. In what category would you 


put ocean steamships? 


A, I find myself in the same difficulty there in 
distinguishing between inland and ocean steamships, 


At the moment we have certainly regarded them as being 


non-rail operation. 
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Q. Would you have any difficulty about such an 
investment, for example, as Consolidated Smelters? 

foe, clat determining whether they were rail or non- 
rail? 

Q. Yes, 

A. I think we should have no difficulty because 
of the origin of the investment in that particular case, 
But again, it would appear that that is a non-regulated 
investment, so therefore it would be non-rail. 

THE CHAIRMAN: You are talking of smelters, 
now? 

MR. COVERT: Yes, 

THE CHAIRMAN: There has been a lot said about 
1t elsewhere. I would like to have it gone into quite 
thoroughly, because it might illustrate the whole 
Situation for us, 

MR. COVERT: Q. Mr, Morrison says there 
might be some difficulty because, I think he said,of the 
origin of the investment. 

A. Yes, and the reasons for the origin of the 
investment. 

THE CHAIRMAN: Q. What is the origin of that 
investment? 

A. I do not think that I can speak with authority 
about it. 

Q. You are referring to the origin? 

A. Yes, but there was a reference made in the 
evidence. I did uot give that evidence. 

Q. I know; but somebody else did. 

Aye Yee 


Q@. What is the evidence about the origin of this, 


do you remember? 
A. I do not remember it sufficiently well to give 
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it without further reference to the evidence. 

MR. COVERT: Q. Your point is, I take it, 
that ordinarily that would be regarded as non-rail? 

A, That is right, 

COMMISSIONER ANGUS: Q. Is the origin dif- 
ferent from other non-rail items? 

hs It would be the reason behind the investment, 
I would suggest. 

Q@. Or the motive? 

A. Or the motive, yes. 

THE CHAIRMAN: In arriving at the conclusion 
that it is not a railway matter were you influenced in 
that by the origin of the investment? 

Ag No,.T .wasynot. 

Q. You are talking regardless of the origin? 

A. Yes. By its nature it would be non-rail. 

Q. A non-rail activity? 

A That is true, 

MR. COVERT: Q. Have you given any thought 
to the matter as to what would be the real test as to 
whether it should be treated as rail or non-rail? 

A. Well, no, I have not given it, perhaps, the 
study that would be necessary to make a recommendation 
as to the division of income between rail and non-rail. 

Q. I was going to ask you if tests such as this, 
if it is integral with railway operations as such, or 
whether it is usually carried on by @ railway, whether 
tests like that shi uld apply? 

A. I think they would be helpful. We have reduced 
it to the suggestion that if the revenue was under 
regulation, then it ought to be rail; but if it was not 


under regulation, then it should be considered as non- 


rail. 
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THE CHAIRMAN: Q. [It depends then on whoever 
makes the regulations or gives the power to make the 
regulations. Is that a proper test, do you think? 

A. I do not know that it is the only test, sir; 
but it is one which might be applied. 

Q@. Which might be applied is all right when you 
are. comparing something; but, in the abstract, 
ought it to be regulated or not? 

A, If it did not come under that particular 
tribunal for regulation -- 

COMMISSIONER ANGUS: Q. You mean, regulation 
by the Board of Transport Commissioners? 

Ay In this case, yes, sir, 

Q. Not regulation by provincial authorities? 

THE CHAIRMAN: You mean, regulation of that 
particular business itself? 

A. That is correct. 

Q@. Its output, and the money it is allowed to earn, 
and so on; unless all that comes within the jurisdiction 
of the Board, then it is not a railway activity? 

A. That would be my view. 

COMMISSIONER INNIS: Q. And you would not 
be in favour of expanding the jurisdiction of the Board? 

A. I did not give that consideration, 


Mr. Commissioner, 
MR. COVERT: Under that test, how would you 


bring in grain elevators, for example? 
THE CHAIRMAN: Q. Take the matter which 
Mr. Covert has in mind, the company with smelters; 
that company's operation is not governed by the Board 
of Railway Commissioners? 
AY That ie Tight. 
Q. Its production, its output and its losses and 
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profits are all carried on independently of the Board? 

A. That is right; and the revenue which the 
railway company would receive from them is outside of 
their Jurisdiction, also. 

Q. Thet is a necessary corollary? 

ma Yesk 

Q. Therefore you think it is non-rail? 

RAL. THE t Lssright: 

COMMISSIONER ANGUS: That test would be 
something different from leaving the Board free to 
determine what is rail and what is non-rail. If every- 
thing under its jurisdiction is rail, while everything 
which is not under its jurisdiction is non-rail, do 
you contemplate that the Board should be able to say 
that: Of the things under our jurisdiction, we 
think, some of them should be treated as non-rail. 

A. That could follow all right; in other words, 
I visualize that the regulatory board should be in a 
position to lay down what items should properly come 
under their jurisdiction as pertaining to the railway 
Operation. 

COMMISSIONER INNIS: Q. But you would not 
favour increasing the power of the Board, or extending 
its jurisdiction so as to include possibly dubious 
items? 

A. If that was the only way whereby they could 
have authority to review the situation, I should 
certainly say that it should be done. 

THE CHAIRMAN: @Q. How far would you go in 
doing that? Here is this concern, and all I suppose 
we know about it is that the company receives so much 
revenue from it because it owns it? 


A. Yes; and if the regulatory board had the 
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power to examine into that investment, and was of the 
opinton that it was made because of the railway con- 
nection, and thet it was something which enhanced the 
rail earnings of the company, then the Bosrd might 
properly come to the conclusion that it ought to be 
regarded 4s railway earnings. 

Q. And, if there were a loss, it would be carried 
as 4 railway loss, I suppose? 

A. Yes, sir, of course. It would have to work 
both ways. 

Q. Would that be a desirable thing in the case 
of this particular concern? Do you know enough about 
4 tO Lelleusithst? 


A+. Mo, sip, Indo.not know sufficiently about it. 


MR. COVERT: Q. If you applied that same test, 


you could, in fact, bring in any kind of operation, as 
long as the railway had power to conduct it. You could 
bring in hotels that way. 

A. If the Board was of the opinion that hotels 
were properly a rail operation, yes; the regulatory 
board, I mean. 

Q. Would it need to go that far? Supposing the 
company acquired, because they thought it might help 
their railway. Then, later on, the Board could say 
that, I understand, from your test: Here, we will 
look at hotels and why they acquired them; and there- 
fore we will say this is a rail operation. 

A. I think it is only @ regulatory board that 
could come to a proper conclusion after study. 

Q. You think there should be some rules to guide 
the Board? Should they be able to say that anything 


which the railways carry on might properly be railway 
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A. L will ‘Hot Suggest that there should be rules 
laid down Specifically in any document, because it might 
prove to be too restrictive both ways. 

THE CHAIRMAN: Have you got &@ copy of the 
Judgment in the 21 per cent case, Mr. Frawley? 

a. ess Vl ete, sin) 

THE CHAIRMAN: Might I see it? 

MR. COVERT: That is all, thank you, 

Mr. MOD Bn - 
OROSS-EXAMINATION BY MR. FRAWLEY: 

MR. FRAWLEY: Q. Mr, Morrison, Mr. Sinclair 
this morning was calling to your attention the Opinions 
given in the rate cases by experienced chartered 
accountants with respect to the user method of 
depreciation. He called your attention particularly 
to what Mr. J. C,. Thompson said, and he quoted a phrase 
which Mr. Thompson used in his evidence when he said 
that: 

"The user basis is particularly applicable 

to a railway." 

Do you recall Mr. Thompson giving evidence in the rate 
cases? 

Ax 2 ae, 

Q@. And do you recall Mr. MacPherson's cross- 
examination of Mr, Thompson with respect to his 
knowledge of the use of the user method in railway 
accounting? 

A. I recall Mr. Thompson's evidence, yes. 

Q. Do you recall that Mr. Thompson told us that 
his company, the Peat, Marwick & Mitchell Company had 
branches pretty well throughout the world? 

A. Yea, 


Q. And do you recall that Mr. MacPherson was 
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anxious to have Mr, Thompson tell the Transport Board, 
if he could, what railways, within the knowledge of his 
firm, had adopted and were following the user method of 
depreciation? 

A. Yes, I recall that evidence, 

Q@. Do you recall whether Mr. Thompson came up with 
any instance of a railway using the user method of 
depreciation? 

MR. EVANS: Mr, Chairman, this is the most 
leading re-examination I have ever heard in my life. 

If my learned friend wants help from the 
transcript, I have no Objection. But for him to put. te 
this witness his recollection of something which occurred 
in the transcript, and to lead him right up to an answer 

of yes or no right through his examination, I would say 
was the most objectionable kind of re-examination. 

THE CHAIRMAN: Have you got the transcript there, 
Mr, Frawley? 

MR. FRAWLEY: No, I have not, Mr. Chairman, 
Perhaps I should not proceed in pursuing this examination. 
But I merely wanted to bring something to the attention 
of the Board. 

However, I shall bring the 21 per cent case 
transcript here, I thought there would be no objection. 
Mr. Evans knows perfectly well what Mr, Thompson said 


abqut it. But I suppose there is a proper way of bringing 


in the evidence, so I shall put into the transcript 
what Mr. Thompson said, to his knowledge, what railways 
were following the user method of depreciation, 


MR. FRAWLEY: Do you know of any railway other than 
the Canadian Pacific Railway that is using the user method 


of depreciation? 


ts Pk : 4 = nate 
“oeabad® .ah. ever of ‘ppolzns, 
= , Ria bt Pi * t 


eas ; 


2% “qelban @9. .esf3 


iaeldatoetged ‘to 


' 
ia 
‘ 
' 
1 


b | ole wume "S 


HH - 14536 - Mr. Morrison, aie 
A. No. And when I say that, I only know from the 
evidence given by Mr. Thompson. 
THE CHAIRMAN: Are you confining this question 
to railways in Canada? 
MR. FRAWLEY: No; to railways all over the 
world, 
THE WITNESS: In so far as Canada is concerned, 
I know of no other than the Canadian Pecific Railway, and 
from the evidence given by Mr. Thompson there was one other, 
I believe, a subsidiary of a salt or sugar company in 
Cuba, which was using the user basis of depreciation. 


MR. FRAWLEY: Thank you, Mr. Morrison. 


----Witness retires. 


(Page 14543 follows) 
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MR. COVERT: My lord, the next submission 
is that of the Province of NOva Scotia. 

THE CHAIRMAN: Well, we will now take up 
the Nova Scotia case, the continuation. 

MR. SMITH: If your lordship pleases, I am 
appearing on behalf of the Government of the Province 
of Nova Scotia. TI have as witnesses Mr. Rand Matheson and 
Mr. Harold Egan. Insofar as Mr. Matheson is concerned, 
he has been before this Royal Commission on many 
occasions, and I am relying upon the evidence he has 
already given insofar as most of my submissions are 
concerned with relation to rates. I am going to call 
Mr. Egan with respect to financial matters. 

THE CHAIRMAN; You are going to call Mr. 
Egan? 

MR. SMITH: Yes, sir, but I think before 
calling Mr. Egan, I should make Some passing comments 
upon my submission. My submission is Somewhat different 
from the ones that have gone before me inasmuch as TI 
am not relying for any factual information, apart from 
the evidence of Mr. Matheson, upon any viva voce testi- 
mony. I am referring to reports which have been made 
on the economy of Nova Scotia and also the report which 
was made by the Sirois Commission. Apart from that I 
have no witnesses, no economic witnesses on general 
principles of economy or matters of that kind which I 
Will adduce by way of viva voce testimony. So perhaps 
it would save time if I asked first that my submission 
be read into the record. 

MR. COVERT: Taken as read? 

MR. SMITH: Taken as read. 
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OF THE PROVINCE OF NOVA SCOTIA 
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Quotation from Judgment of Supreme Court of 
Canadas in Re Mseritime Freight Rates Act 
(1933) SCR So Sais nancies eee ee 4d 15-16 


Report of Duncan Commission, 


Peragraph 13 of Report. (Incidence of 
Horizontal Increases)......esese.4 16-18 


Reference to page 6 of Submission of Dominion 
Steel and Coal Corporation Limited bringing 
Statistical position set out in Paragraph 
13 of the Duncan Report up to date...... 18 


Discussion es to effect of the Maritime Freight 
Rates Act, 1927 as found in the Main 
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Reductions effected in competitive rates in 
Central Canada had materially reduced 
opportunity afforded by The Maritime 
Freight Rates Act, 1927 to Nova Scotia 
merchsents, traders and manufacturers 
to get their goods into the larger 
merket of the whole Cunadian people..... 26 


Discussion of the case of the Province of 
NOva Scotia et al v. the Ganadian Nation- 
al R-ilways et al 93 Os Oe Mien 
in which it was held the Board had no 
authority to vary rates in the select 
territory to meet competitive rates 
enmen Peahed nobel dew: eeces ood eee Moe 3c 26-27 


Consequence of outside competitive rates 
being cancelled is not to divert traffic 
to shippers within select territory...... 27-28 


Result of establishment of competitive rates 
Ouveite select terri tary cc.aceceeiccc . .. 4e 


Submission that the Board should be directed 
to reduce rates within the select terri- 
tory so as to maintain differential es- 
tablished by The Msritime Freight Rates 
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Submission with respect to maintenance of 
arbitraries and references to contentions 
of Transportation Commission and concur- 
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Statement that submissions with respect to 
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Discussion of horizontal increases, 
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Argument of Meritime Counsel in 21% case as 
to Decisions of Board and of Interstate 
Commerce Commission as to horizontel 
increases end alternstive measures....e. 35-37 


Argument of Meritime Counsel in 204 case 
perticularly with reference to recent 
Decisions of Interstate Commerce 
CUMILGELON eee sos ck vk ORR eR ER 37-38 


Province repeets arguments made by Meritime 
Counsel in the 21% and 20% cases....... 38 


References to information contained in the 
Submission of the Transportation Com- 
mission and to evidence given in support 
thereof respecting increases in freight 
rates since the Duncan Report.......... 38 


Reference to suggestion made in the Submission 
of Dominion Steel and Coal Corporation 
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Submission with regerd to the Canedian National 
- Canadian Pacific Railway Act, 1933 and 
amendments PUP RC irik. we lk Ado soo ok dc UN _5O 
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SUBMISSION OF THE GOVERNMENT 
OF THE PROVINCE OF NOVA SCOTIA 
TO THE 
ROYAL COMMISSION ON TRANSPORTATION 


I 

The Province refers to Appendix I of the 
Report, dated September 13, LOA? it tne Royal Commission 
to inquire into Railways and Transportation in Canada, of 
which the Right Honourable Sir Lyman Poore Duff, P.c. 
was Chairman. The Report is commonly referred to as 
the Report of the "Duff Commission". Appendix I con- 
tains a concise and accurate Statement of the growth and 
development of transportation in Canada from early days 
until the date of the Report. 

Reference is made in Appendix I to the trans- 
portation developments since the first Great War. The 
expansion of facilities so far as they had to do with the 
two principal railway systems are fully dealt with in 
the Report proper and Appendix I deals briefly with 
the subsequent developments in related fields, such as 
waterways, airways and roadways. 

There has been, since the making of the 
Report of the Duff Commission in 1932, much greater 
use of motor coaches and trucks on highways. The com- 
petition between highway transportation and railway 
transportation has greatly increased and will inevitably 
continue to increase. There has also been a substantial 
increase in the aerial transportation of passengers, 
freight and mails. Goods are also sent by air express. 

The record of what is termed "the extra- 


ordinary development of railways in Canada" is set out 
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in detail in Book I of the Report of the Royal Commission 
on Dominion-Provincial Relations, and in Book II of that 
Report "the astonishing growth of railways in Canada", 

the extent of net capital expenditures in the period 1923- 
1935 inclusive and the burdens of capital investment 

"of staggering proportions" are adverted to. (p. 203). 

The increase of truck competition is also discussed on 

pp. 203-206 of Book II of the said Report. 

In the absence of the existence of an ex- 
haustive study of the Problems affecting transportation 
generally in Canada, there are, in this Brief, except 
with reference to the various topics hereinafter discussed, 
no specific submissions in respect of the question of 
transportation as it affects Canada SAaneral ly si) tee he 
realized that the Commission will make 2 thorough and 
complete inquiry into the matters involved in the general 
problem. Until such an inquiry has been made, we must, 
of necessity, confine our Specific submissions to the 
matters set out in the terms of reference contained in 


Paragraph 2 of Order-in-Council P.C. 6033. 


ek 

We now refer to the transportation problems 
relating to Nova Scotia, having regard to the handicaps 
imposed on our economic life by geography and by trans- 
portation anid other policies in Canada. 

The Province adopts, as its own, the following 
Passages from the Report of the Royal Commission on 
Maritime Claims, dated September 23, 1926, of which Sir 
Andrew Rare Duncan was Chairman. This Report is generally 
known as and will be referred to hereinafter as the 


"Duncan Repo xt". 
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"II. TRANSPORTATION AND FREIGHT RATES 
7. Maritime Railways. 

For all practical purposes, the rail 
transportation services of Nova Scotia and 
Prince Edward Island are controlled by the 
Canadian National Railways. The other great 
transcontinental System, the Canadian Pacific 
Railway, has its Atlantic terminus at Saint 
John, N.B., and serves the Province of New 
Brunswick in direct line, and on small branches. 
The Canadian National Railways also have a 
main line direct through New Brunswick, and 
handle the greater portion of the tonnage of 
the three Maritime Provinces taken together -- 
for example, it is estimated that the system 
handles between 70 per cent and 80 per cent 
of the total tonnage of the three provinces. 
Partiy” for this reason, and partly also on 
account of the history of the Intercolonial 
Railway (which forms the greater part of the 
Maritimes portion of the Canadian National 
Railways), evidence submitted to us related 
almost entirely to the Canadian National Rail- 
ways system. 

8. History of Intercolonial Railway. 

The construction of the Intercolonial Rail- 
way was an obligation placed upon the Dominion 
Government by section 145 of the British 
North America Act, 1867, which reads as follows:- 

"Inasmuch as the Provinces of Canada, 


Nova Scotia and New Brunswick have joined 
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in a Declaration that the construction 
of the Intercolonial Railway is essential 
to the Consolidation of the Union of 
British North America, and to the Assent 
thereto of Nova Scotia and New Brunswick, 
and have consequently agreed that pro- 
vision should be made for its immediate 
construction by the Government of Canada: 
Therefore, in order to give effect to 
that agreement is shall be the duty of 
the Government and Parliament of Canada 
to provide for the commencement within 
Six months after the Union, of a rail- 
way connecting the river St. Lawrence 
with the city of Halifax in Nova Scotia, 
and for the construction thereof without 
intermission, and the completion thereof 
with all practicable speed. 

For many years before Confederation the 
project of such a railway was actively can- 
vassed both in the Maritime Provinces and in 
Upper and Lower Canada, not only as an element 
in the political consolidation of the four 
pprovinces but even as a channel of mutual 
commerce and trading. The Maritime point of 
view is fairly reflected in the following 
quotation from the arguments of a Nova Scotian 
delegation in 1857:- 

‘An Intercolonial railroad would 

give the means of communication at present 

wanting. It would open to Canada an 


Atlantic seaboard on British soil, from 
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which she is now cut off; and would 

offer to the Lower provinces a ready 

access to the vast field of enterprise a} 

and progress occupied by their fellow 

Subjects in the interior. It would prove 

a benefit of incalculable value, should 

1t be the precursor of, as it is an ab- 

Solute necessity towards, a legislative 

union of Her Majesty's North American 

provinces -- a measure essential to the 
full development of the power which their 

Situation and character are calculated to 

confer, and without which they never can 

attain the high position to which their 
united energies and advantages would 

lead them.'! 

It is unnecessary to pursue the arguments 
in detail. From some angles it could, no doubt 
be urged that the construction of the railway 
was as much a concession to the demands of the 
Maritime Provinces as an inducement held out 
by the other provinces to make Confederation 
more attractive to the Maritimes. We think, 
however, that a balanced study of the events 
and pronouncements prior to Confederation, 
and its consummation, confirms the representa- 
tions submitted to us on behalf of the Mari- 
time Governments in regard to the ultimate 
construction of the railway, viz:- 

(a) That leading Canadian statesmen in 

urging the adherence of the Maritime 


Provinces to Confederation defined 


(b) 


(c) 
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the purposes of the railroad to be 
(1) A means of affording to Canadian 
merchandise, and to Canada her- 
Self in times of national and 
imperial need, an outlet and 
inlet on the Atlantic Ocean -- 
available all the year round -- 
and 
(11) To afford to Maritime merchants 
traders and manufacturers, a 
market of several millions of 
people instead of their being 
restricted to the small and 
Scattered poulations of the 
Maritimes themselves, particu- 
larly in the light of the dis- 
turbance with which their trade 
was threatened as the result 
of the discontinuance by the 
United States of the reciprocal 
arrangements that had prevailed. 
That strategic considerations deter- 
mined the actual course of the line -- 
making it many miles (estimated by 
Sir Sandford Fleming at 250 miles) 
longer Giver nedku deny -- If the only 
consideration had been 'to connect the 
cities of the Maritime Provinces with 
those of the St. Lawrence. ! 
That to the extent that commercial 
considerations were subordinate to 


national, imperial and Strategic con- 
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siderations, the cost would be borne 
by the Dominion and not by the traffic 


that might pass over the line. 


9. Rate Structure of Intercolonial Railway. 


The Intercolonial Railway was completed 
in 1876, and it would appear from the 
evidence we have received that from then 
until 1912 the interests of the Maritime 
Provinces were fairly well safeguarded, the 
freight rate 3tructure being such as to take 
into account the requirements of their traffic. 
The lower level of rates that prevailed on the 
Inter-colonial Railway system prior to 1912 igs 
in our view, rightly to be interpreted as the 
fulfilment by successive governments of the 
policy and pledges that surrounded the railway 
from its inception, whatever impressions may 
have been created by the form of its admin- 
istration. 

Since 1912, changes have taken place in 
the framework of the rate structure, and 
increases have been added to the freight rates. 
The combined effect of these has been to impose 
upon the merchandise and industry of the 
Maritimes, a burden which, it is alleged, is 
quite out of proportion to the increase which 
has been added since 1912 to the freight 
structure in other parts of Canada, although 
it may, in many cases, only have raised Inter- 
colonial Railway rates to the same level of 
scale as rates in other places. ~ 


The net result of these changes is broadly 
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shown by the figures given in evidence by 
the railway administration who, at our re- 
quest, furnished us with statistics to show 
the position now as compared with 1912 for 
the Intercolonial Railway and for the rest 
of Canada. These figures reveal that Inter- 
colonial rates have suffered an estimated 
cumulative increase of 92 per cent (i.e. 
their 100 has become 192). The estimated 
average increase of rates for the rest of 
Canada is 55 per cent (i.e., their 100 has 
become 155). 

10. Effect of changes in Rate Structures on 

Maritimes. 

The Maritimes case on railway rates was 
put to us in very considerable detail. The 
Railway Commission is at the present time 
dealing with these same details, and we have 
not formed any opinion on these matters so 
far as a judgment on their merits would in- 
volve consideration of railway administration 
and policy. On the broader question, however, 
of the incidence of the existing rates as 
a whole upon industry and employment in the 
Maritimes, we have come very definitely to 
the conclusion that the rate structure as it 
has been altered since 1912 has placed upon 
the trade and commerce of the Maritime 
Provinces, (a) a burden which, as we have 
read the pronouncements and obligations under- 
taken at Confederation, it was never intended 


it should bear, and (b) a burden which is, in 
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fact, responsible in very considerable 
measure for depressing abnormally in the 
Maritimes to-day business and enterprise 
which had originated and developed before 
1912 on the basis and faith of the rate struc- 
ture as it then stood". 
We have referred to Appendix I to the Report 
of the Duff Commission and the following references to 
the Intercolonial Railway at pages 76 and 77 are, it is 
Sybmitted, apposite in this connection:- 
"INTERCOLONIAL RAILWAY 
The promise of railway construction 
formed an integral part not only of the 
arrangement of 1867 but also of the terms on 
which Prince Edward Island and British Columbia 


later entered the Dominion. 


The failure of the early attempts to 
Secure a line from Halifax to Quebec has 
already been mentioned. One of the arguments 
Which successfully carried the confederation 
project in the Maritime provinces was that 
a railway joining them to Central Canada 
could and would be built. The promise 
was written into the Act of 1867 (Section 145) 
and the long cherished hope soon became a 


ToauLoys 


&f 
Hf gt Ave 
ange sHo% 
ne i} . 
i? 
i] ”“ 


3¢ 


1 ad Ps 
ie € a 
259 ~ y 
ee : - 
are 
i 
t I ¢ , 9] 
i a) ‘3 


- 14558 - 


"For this formidable undertaking, there was 
Selected, largely at the instance of the Imperial 
Government, which had agreed to guarantee a loan, 
the long circuitous route of the Royal Engineers! 
Survey of 1847. This route, its supposed military 
advantage emphasized by certain incidents of the 
American Civil War, represented the most distant 
practicable are from the American border. In 
other respects, however, the so-called military 
survey suffered by comparison with the more 
direct routes -- one approximating that of the 
National Transcontinental of nearly fifty years 
later, another projected to descend the fertile 
valley of the St. John. Thus excessive length 
and costly construction were added to the 
economic difficulties of bridging the unpro- 
ductive gap between Central Canada and the 
Maritimes, and any real prospect of profitable 
operation was excluded from the start. 

"Completed in 1876, from Truro where it 
connected with Halifax, to Riviere du Loup where 
the Grand Trunk gave it access to Quebec and 
Montreal, the Intercolonial added some 700 miles 
of railway, and its cost brought the amount to 
Which public credit was involved in railway con- 
struction at that time, to considerably over 
$100,000,000. Subsequent extensions, and 
operation by the government upon a generally 
unprofitable basis have since added greatly to 
the investment represented by the Intercolonial. 
The line constituted in its inception, however, 


and remains today an essential national undertaking, 
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Besides forming the original link in what has 
Since become the extended and multiple chain of 
railway communication that connects from east to 
west the Seographically disjointed VEIT ‘OF 
Canadian Confederation, the Intercolonial con- 
tinues to serve as the principal purely Canadian 
outlet, available throughout the year; to’ the 
Atlantic seaboard, So if today the Intercolonial, 
forming with the National Transcontinental Railway 
the eastern lines of the Canadian National System, 
seems to present many of the asnects of commercial 
failure, it should be remembered that its economic 
defects are to a great extent inseparable from 

an origin that had its roots, and remains rooted, 
in the broader considerations of public policy.” 


The Duncan Commission made the following 


recommendations on freight rates: 


"We conceive this to be 4 position with which 
-- quite apart from details of particular rates -- 
it is our function to deal, and a position which 
must be dealt with drastically and promptly. 
We take this view the more readily since the 
President of the Canadian National Railways 
System did not dissent from Sir Sandford Fleming's 
railway estimate that, for Strategic reasons, 
the International had followed a course approxi- 
mately 250 miles greater than would have been 
followed had it been built merely for commercial 
purposes, He further explained that, owing to 
grades and curvature, the Operating and main- 
tenance expenses of this branch of the railway 


were much greater than the average of the rest of 
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the system, and, 6 tii, further, that winter 
conditions in the maritime provinces necessitated 


Special expenditure arising from snow and ice 


conditions -- and consequent delays in traffic 
transit -~- much in excess of what were experienced in 
other parts of the System, It is true that the 


operation of the Atlantic Division has shown an 


operating deficit in recent years in spite of 
the higher rate structure (including general war 
increase) that has been imposed on it since 19102, 
But there are many considerations to be taken 
into account in considering that deficit, 
For our present purpose, it is more material 
to notice that the President of the Canadian 
National Railways admitted in evidence, that in 
administering the Atlantic Division (the greater 
portion of which is the old Intercolonial system) , 
no account is being taken in the rate structure 
of to-day of the special considerations which 
pronouncements already referred to, We feel that 

attach to it as revealed in the pledges ‘and /the 
increase arising from the changes that have taken 
place in freight rates since 1912 -- over and 
above the general increase that has taken place 
in other parts of the National system -- is as fair 
a measure as can be made of these Special con- 
Siderations, and accordingly should be transferred 
from the Maritimes to the Dominion so that the 
Original intention may be observed. 

"We recommend, therefore, that an immediate 
reduction of 20 per cent (so that 192 will become 
approximately 155) be made on all rates charged 


on traffic which both originates and terminates 
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at stations in the Atlantic Division of the 
Canadian National Railways (including export and 
import traffic by sea, from and to that division), 
and that the same reduction be also applied to the 
Atlantic Division proportion of the through rates 
on all traffic which originates at stations in 

the Atlantic Division (excluding import traffic by 
sea), and is destined to points outside the 
Atlantic Division. 

"For this purpose, we cannot regard the 
Atlantic Division as ending at Riviere du Loup 
and Monk, whith are its present western limits. 
The divisional points Should, in our view, be 
Diamond Junction and Levis, Diamond Junction being 
the point at which the Transcontinental Railway 
meets the old Intercolonial Railway, and Levis 
the point to which, in 1879, the Intercolonial 
Railway was extended. 

"It might be contended that a flat rate re- 
duction of the amount we name, and in the manner 
we name, is open to the objection, that it does 
not restore the pre-1912 relativity of rates 
within the provinces themselves, and that it is 
not an accurate assessment of the charges that 
arise from the considerations in mind. We do 
not believe -- and the Canadian National Railways 
have informed us that they also do not believe -- 
that any more accurate or equitable result could 
be obtained by minute and scientific investiga- 
tion, which would, in any event, take an 
indefinite time to conduct. The situation is one 
that can only be dealt with in a broad spirit, and 


One that for the economic welfare of the Maritimes 
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must be met without delay. The course we 
Suggest has the effect of giving immediate relief 
in a manner that is equitable as well as broad. 
The cost of this relief Should be definitely 
borne by the Dominion Government, who will make 
the necessary reimbursement to the Canadian National 
Railways through the medium of the Canadian National 
Railways budget, without impairing the financial 
results of the operation of the system. We are 
not overlooking that the other great railway 
System operating in the area would be entitled 
to equitable consideration if they find them- 
selves prejudiced as a result of the reduction 
proposed," 
(Parva. All; pp.22-23, Duncan Report) 


The Duncan Report was implemented in respect 


of the foregoing recommendations by the passage of 


the Maritime Freight Rates Aet, 1927. 


The statute was originally enacted as 


Chapter 44 of the Statutes of Canada, 1927 (17-18 Geo.V). 


On the revision of the Statutes, it became Chapter 79 


of the Revised Statutes of Canada, 1927. 


The Act, as passed, contained the following 


preamble: 


"Whereas the Royal Commission on Maritime 
Claims, by its Report dated September 23rd, 1926, 
has, in effect, advised that a balanced study of 
the events and pronouncements prior to Confedera- 
tion, and at its consummation, and of the lower 
level of rates which prevailed on the Inter- 
colonial system prior to 1912, has, in its 


opinion, confirmed the representations submitted 
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to the Commission on behalf of the Maritime 
Provinces, namely that the Intercolonial Railway 
was designed, among other things, to give to 
Canada in times of national and imperial need, an 
outlet and inlet on the Atlantic Ocean, and to 
afford to Maritime merchants, traders and manu- 
‘facturers the larger market of the whole Canadian 
people instead of the restricted market of the 
maritimes themselves, algo that strategic con- 
Siderations determined a longer route than was 
actually necessary, and therefore that to the 
extent that commercial considerations were subordin- 
ated to national, imperial and Strategic con- 
ditions the cost of the railway should be borne 
by the Dominion, and not by the traffic which 
might pass over the line, And whereas the 
Commission has, in such Report, made certain 
recommendations respecting transportation and 
freight rates, for the purpose of removing a 
burden imposed upon the trade and commerce of 
Such Provinces since 1912, which the Commission 
finds, in view of the pronouncements and obli- 
gations undertaken at Confederation, it was never 
intended such commerce Should bear; And whereas 
it is expedient that effect Should be given to 
Such recommendations in so far as it is reason- 
ably possible so to do without disturbing unduly 
the general rate structure in Canada." 

The Act has been considered and construed or 


applied by the Supreme Court of Canada in the following 


cases; 
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C.N.R. v. Nova Scotia et al (2998)! S:0sRi 106; 
(1928) 1 D.L.R. 369, | 

In the Matter of the Maritime Freight Rates Act 
(1933) S.c.R. 423; (1933) 4 D.L.R. 764; 
ALC RC.) 56. 

Province of Nova Scotia v. C.N.R. et al (1937) 
wel eb STi OST Sh LR, eee 

It is not considered to be necessary to set out 
in this brief the provisions of the Act in their 
entirety as in Appendix I to the submission of the 
Government of the Province of New Brunswick the Act, 
aS it appears in Chapter 79 of the Revised Statutes, 
1927,» Lac found’, The Province, therefore, craves 
leave to refer to Appendix I of the New Brunswick 
Submission, 

The statute directs the maintenance of tariffs 
of tolls on the lines of railway operated as parts of 
the Canadian National Railways, therein designated as 
the "Eastern lines", on the general rate level of 
approximately 20% below the tolls or rates existing 
on the lst of July, 1927, while the cost of railway 
Operation in Canada remains approximately the same 
as at the said date on the "preferred movements” as 
therein defined, "Eastern lines" are the lines of 
railway situated within the Maritime Provinces and 
the lines of railway in the Province of Quebec ex- 
tending from the southern provincial boundary near 
Matapedia and near Courchesne to Diamond Junction 
and Levis. (Sections 2 and 3.) 

The Board may allow the increase or reduction 
of such tolls or tariffs from time to time to meet in- 
creases or reductions, as the case may be, in such cost 


of operations. (Section 3, subsection 2, (b).) 
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The Board is authorized and directed to 
adjust or vary such Substituted tolls or rates from 
time to time as new industrial or traffic conditions 
arise, but always in conformity with the intent of the 
Act as expressed in Sections 7 and 8 ana other relevant 
Sections thereof. (Section 3, Subsection 2, (c).) 

The "preferred movements" to which the reduc- 
tion applies include: 

(a) All rail traffic between points 
on the Eastern lines; 

(b) All rail traffic moving outward, 
westbound from points on the Eastern lines to 
points outside, the 20% reduction being based 
on the Eastern lines! proportion of the through 
race; 

(c) Export traffic moving outward, 
rail and sea, from points on the Eastern lines 
through ocean ports on the Eastern lines destined 
overseas. 

(Section 4,) 

The following are not "preferred movements": - 

(a) All rail traffic moving inward 
or outward to and from the United States; 

(bo) °All vail traffic moving inward 


Castbound from Canada; 
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(c) Import traffic to Canada originating 

at point overseas; and 

(d) Passenger and express movements. 

(Section 5.) 

By Section 7, the rates provided for in 
respect of preferred movements are deemed to be 
Statutory rates, not based on any principle of fair 
return to the railway for services rendered in the 
carriage of traffic, and it is declared therein that 
no argument shall accordingly be made nor considered 
in respect of the reasonableness of such rates with 
regard to other rates, nor of other rates, having 
regard to the rates authorized by the Act. 

Section 8 provides that the purpose of the 
Act is to give certain statutory advantages in rates 
to persons and industries in the three Provinces of 
New Brunswick, Nova Scotia and Prince Edward Island 
and, in addition, upon the lines in the Province of 
Quebec already mentioned, therein called "select 
territory", and that accordingly the Board of Railway 
Commissioners (now the Board of Transport Commissioners) 
shall not approve nor allow any tariffs which may 
destroy or prejudicially affect such advantages in 
favour of persons or industries located elsewhere than 
in the "select territory". 

While the term "Esstern lines" as used in 
the Act referred to the said lines of the Cenadtian 
National Railways, by virtue of Section 9, other 
companies owning or operating lines of railway ex= 
tending into the "select territory" may file with the 
Board tariffs of tolls respecting freight movements 
similar to the “preferred movements", meeting the 


statutory rates referred to in Section 7 of the Act; 
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and the Board, Subject to all the provisions of the 
Railway Act respecting tariffs of tolls, not incon- 
Sistent with the Maritime Freight Rates Act, L927» 

Shall approve the tariffs of tolls filed under Section 9. 

The Act, therefore, is mandatory on the 
Canadian National Railways but is permissive insofar 
as other railway companies Operating lines extending 
into the "select territory" are concerned, 

The Act provides for the reimbursement by the 
Dominion Government to the railway companies of the 
difference between the tariffs under the Act and the 
normal tariffs which, but for the Act, would have been 
effective. (Sections 6 and 9.) 

It should be pointed out that, in addition to 
the above quoted recommendations on freight rates made 
in the Duncan Report, it is stated in the Report that 
there were other considerations which should be taken 
into account. We refer to the following passages:- 

"The immediate operation of this reduction 

will not withdraw from the purview of the Railway 
Commission the detailed claims which are already 
before them in respect of Maritime rates. It will 
Only have the effect of withdrawing from the 
Railway Commission any review of these claims in 
so far as they are supported by arguments that 
relate to the considerations to which we have 
alluded in recommending the reduction. Considera- 
tions such as attach only to individual claims, 

or to the general question as to whether or not 
railway companies should give better treatment 
than they are giving to long-distance traffic, 
particularly on natural products and associated 


enterprise, and to export and import rates from 


odd ‘ho, swetaiwet sth Tim ol gahduye awh gift Mie 

annonh hot oailiet we «et wabromadee bed qaclian 

‘ SIGE Wok sehath trremt-anaite eel aa bow Deere 

2 goltess weber Sala ciier te writ oO eveugae Tide 
wat me seobehaam 2> .emeivertia qhta eff 

egitonin) cules tins at dody wea Lhak Laweleeh meh Se 


» 


| wattaeies sett aabtenas aaqieaae canlbet Aeio 66 
: hooregnee stm Cyaab rake? ioekee”, eth chat 

: geht ud taemosdat ot of) AGt eabiyoid Goh OAD 
ett to ~ahnogmee, qeaey ect ot ducted aelaqiied 
ack Sua 534 oh cabo wibisas ott aaanded eowetel hth 
rraad overt Sigow ,ao4 eee Fak jae ts hee ahetad A bye Ai 
(.@ baw & sactene’) ovevidaet te 

a? mniitohe of , tek dee Aolmiog ad bistens $2 
shen gages igbed't go exebishwemissed Besou® Byeds aia 
tachi ovieealt elt <> Sedade 4) 7)  deiral tae ode ai 
“faded a@¢ bleewis sotiw tqnid eteblenge abba eet etait 


“t2OnGnehy Wehweitet edt at agiet oW, soAHOOSE OFHi 


= 
aod 
‘: 
= 
ae 
x 
ms 
a 
y 
an 
—_ 
me 
or 
+ 
+ 
+ 


aba bbe eget 


ewiteat adr “ho webwting ody Hock warhes fe Jor tfiw 

rhaerte oi doldw eeiafo- Biliaieb odd Aeiea ened 
sed a8 omitiqeh G6 goerret a) malt eretted 
arte pik} Hits faretiiw % Jostte sal etad @ Lier 


: 
j ai ainsi» sradt tu Yedyary vaa se teeintio® Cavlian 


wstatisto ,wekgsubet oft aatbagames gt wh heby fis 


,emfato fearbiviiel of vise pAsstds a6 ves Beees 


oy cy art ah ~ it 18 flol#t Resta [atanen arid a oer} 


imensi@er? yseddet evie bivtols seinaames » myhi ga 


wittoss sonedeibeage! o¢ snivig, ate veil) wats 


beisiowis hia atsubeta tows ne eit eiis nitqag 


TR eaten Jroqm? Me dooque ot bag ee SEeee 


D3 
ZA 


- 14568 - 


and to points outside the Meritime area passing 
through Atlantic ports, are still open for review 
by the Reilway Commission." 

"Even with this larger question out of the 
way, there still remain certain problems in con- 
nection with railway administration that, while 
they have 4 general application over the whole 
system, have a special bearing on the position of 
the Maritime Provinces. The Presidegt of the 
Canadian National Railways system agreed that it 
was part of his functien, as head of the railway 
System he was administering, to make a survey of 
the nétural basic products of the country, and 
to try within broad limits to adjust his rate 
structure so as to give the fullest chance of 
development to all natural products in whatever 
region of his system they are located. He like- 
wise regarded it as his function to make a survey 
of tree industrial possibilities of the whole 
territory covered by his system, to see whether 
industries placed at a distance from a central 
market, particularly when they were capable of 
development which might ultimately render them 
either directly or through associated enterprise, 


remunerative to the railway, were given a reason- 


able chance of finding their market. Considerable 
evidence was placed before us on the part of the 


Maritime Provinces, to indicate thet in both 


these respects they suffered handicaps under the 
present structure of rates -= even apart from 
the special features attaching to the railway 


system of their area for which we have already 


recommended provision." 
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"In addition, the cases which the Meritime 
Provinces have already submitted to the Reilway 
Commission also raise the question of handicaps 
arising from the geographical position of their 
natural products, and their distance generally 


from central markets. If we were satisfied that 


under their present power the Railway Commission 


could adequately deal, on appeal, with the broader 
aspect of the Maritime cases before them, we would 
make no further comment, Previous judgments of the 
Railway Board, however, lead us to fear that they 
will not feel competent to deal with such broad con- 
Siderations as are still involved in these Maritime 
claims," 

"The conclusion to be drawn from these extracts 
Seems to us to be that the Railway Commission does 
not feel itself empowered to pass under its review, 
when appeals are made to it, the same wide range of 
business considerations which railway companies them- 
Selves can take into account in forming a judgment 
as to the extent to which they should develop trade 
and business," 

"We are far from suggesting that there should 
be arbitrary interference on the part of the Rail- 
way Commission with the business judgment of the 
railway companies, or that there should be any con- 
fusion between trade development that can reasonably 
be expected from a railway rate structure, aid 
trade development that must be a matter for public 
or government responsibility quite apart from rate 
structure." 

"At present the work of the Railway Commission 


is circumscribed within the two considerations, 
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(a) Reasonable compensation to the carrying 
company, and 

(b) No unfair preference or unjust discrimin- 
ation as between traders, 

Section 320 of the Railway Act seems to give 


the wider powers that we have in mind to the Railway 


Commission, so far ag the question of undue preference 


or unjust discrimination may be involved:- 
BeG... wt) deciding whether a lower toil, 

or difference in treatment, does or does not 

amount to an undue preference or an unjust 

discrimination, the Board may consider whether 
such lower toll, or difference in treatment is 
necessary for the purpose of securing, in the 
interests of the public the traffic in respect 
of which it is made, and whether such Object 
cannot be attained without unduly reducing 

the higher toll,! 

Even there we feel that, if the intention was 
to have larger national interests in mind, the 
Section should be made clearer, and instead of the 
words 'in the interests of the public! (which 
might be interpreted @s in the interests of the 
‘consuming! public), the words should clearly 
state thet it is national interests (both 'producing'! 
and 'consuming!) that are in mind. If this was 
not the original intention of the section, we sug- 
gest it is the intention which should now be 
imported into it. We feel further that a similar 
extension of authority should be imparted to the 
Railway Board in regard to the question of 


reasonable compensation. It would then be com- 
petent for the Railway Board to make a survey of 


just the very character that the President of the 
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Canadian National Railways testified as being part 
of his function (as the business head of a railway) ; 
and if from public policy they felt that an experi- 
mental rate should be conceded, they should be free 
to constitute the rate, even although it might not, 
at the time, or of itself, give reasonable compen= 
‘sation to the railway company. 

We recognize, however, that amongst the business 
considerations which must always be taken into 
account in a review of this kind are:- 

(a) A proper balancing of the structure of 
railway rates so that on the whole (though 
not in @ particular item of business) there 
would be not only reasonable compensation to 
the railway company for the carrying services 
it renders but such reasonable compensation 
Over all as to permit of a certain amount of 
trade development. 

(b) A means of ascertaining whether, in fact, 
the rate asked for is necessary to the pro- 
ducing or trading interest, bearing in mind 
that a reduced rate may be pressed for when 
trading results might show it was not re- 
quired, or on the other hand, when trade 
could not be very much developed even if the 
rate asked for were conceded. 

If the Reilway Board is to be vested <= and 

we think it should be -= and we recommend that it 
should be -= With somewhat fuller supervisory 
responsibility that we have indicated, we think 

it should also be vested -=- and recommend accordingly-- 
with power, in weighing an application that raised 


these considerations, to order an accounting 
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investigation at their own hand, into the incidence 
of the railway charge on the costs of production 
of the commodity, and its relationship to other 
costs, and to the general trading results of the 
interest involved," 

(pp. 23-25, para. 12.) 

The Supreme Court of Canada, in its Judgment, 
delivered by Duff, C.J., in Re Maritime Freight Rates 
Act (1933) S.C.R. 423, thus construed the provisions of 
Sections 7 and 8 of the Maritime Freight Rates Act, 
1927 :-= 

"There can, we conceive, be no question as 
to the scope of sections 7 and 8. They apply to 
all rates ‘specified in the tariffs of tolls in 
this Act provided for'. They apply to the sub- 
stituted tariffs which are to be 'prepared and 
submitted to the Board' immediately upon the 
passing of the Act. They apply also, and this 
it is important to emphasize, to these tariffs, 
as varied and adjusted (under subs. 2 (c) of s.3) 
'as new industrial or traffic conditions arise’. 
By the explicit terms of s. 9 (2) they apply to 
the tariff tolls to be approved under that 
section. In performing the duty of the effecting 
or sanctioning of such variations and adjustments, 
the Board is required to act ‘always in conformity 
with the intent of the Act as expressed in 
sections 7 and 8'. The ‘intent of the Act as 
expressed! in these sections, which is to govern 
the Board in effecting or sanctioning such 
variations and adjustments, is that persons and 
industries in the select territory, as to the 
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preference of 20% in respect of railway rates over 
persons and industries 'located' elsewhere. As 
already observed, we think the phrase 'the rates 
Specified in the tariffs of tolls in this Act pro- 
vided for' must be read as including the variations 


and adjustments brought into force under section 


3 (2c); and that the effect of the words of this 


last mentioned enactment 'always in conformity with 
the intent of this Act as expressed in sections 7 
and 8 and other relative sections hereof! (‘other 
relative sections hereof! would appear to contem- 
plate the principal enactment of section 3 requiring 
the reduction of existing rates by 20%) is to pro-~ 
vide for the maintenance in the tariffs, as adjusted 
and varied, of the difference of 20% between the 
rate brought into force when 'new industrial or 
traffic conditions arise' and the rate which would 
have prevailed if the Act had not been passed." 


We also refer to the following very important 


paragraph in the Duncan Report as to the incidence of 


horizontal rate increases:- 


"13. Incidence of 'Horizontal War Increases. 
abe dence of forizontali war Increases, 


There is one further very important feature 


of the railway situation, as it affects the 
Maritimes, which calls for special mention. In 

One sense it is connected with the problems that 

we have been discussing but its immediate incidence 
its not so inter-connected with the general problem 
as to make it impossible to deal with it separately, 
Indeed the reaction of the burden which it imposes 
is so great that, in our view, it should be dealt 


with as a special problem. We refer to the system 
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under which, during the late war, flat percentage 
increases (known as ‘horizontal increases'), were 
added to railway rates, We quote, merely as an 
example, figures submitted to us by the British 
Empire Steel Corporation in Pespect of iron and 


Steel articles which show, as briefly as it can be 


‘Shown, exactly how this system of flat percentage 


advances has operated:= 

STATEMENT of rates on iron and steel articles from 
Trenton, N.S., and Hamilton, Ont., showing 

percentage of increase rates in effect 1926 over 

1916 -- Rates to the points shown below, and the 

additional cost per gross ton which the increase 


represents, 
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"By the mere operation of railway increases -- 
and having no relation to any other business 
considerations ~~ the burden which a Trenton plant 
has to meet now as compared with a Hamilton plant 
is much greater in money than it was formerly. 

"The railway administration, in giving 
evidence before us, agreed that long-distance 
traffic, particularly heavy traffic, had been 
Seriously prejudiced by the operation of the 
horizontal increase, It was, they Said, their 
Opinion that even on the present level of class 
rates, and considering expenses, the higher 
class goods are not carrying their full share 
of the expense of operations, They had made 
the suggestion to the Board of Railway Com- 
missioners some two years ago -- at a time 
when a reduction in class rates was being 
considered -- that instead of reducing the class 
rates they should select what was considered 
basic commodities, such as grain, forest 
products, coal, iron and steel. The Railway 
Board, we were informed by the railway admin- 
istration, felt themselves prevented from 
working out the proposition in that way, 

Sincé when the advances were made they were 
made horizontally, and some declaration had 
been made at the time that when reductions 
came they also would be made horizontally. 

"In view of the importance of railway 
rates to long-distance and heavy traffic, we 
have no hesitation in recommending that the 
matter should be taken into fresh considera- 


tion by the Railway Commission, that they 
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Should be relieved from the necessity of 
regarding themselves as bound by any such 
declaration as is referred to, but should 
be free to consider the whole question on 
its merits," 

(pp. 26-27.) 

On page 6 of the submission made to this 
Commission on behalf of Dominion Steel and Coal Corpora- 
tion Limited, the comparative statistical position set 
out in Paragraph 3 Of the Report of the Duncan Com- 
mission has been brought up to date, 

The Maritime Freight Rates Act, 1927, reduced 
the cost of Sending goods from Nova Scotia outwards 
but did not reduce the cost of conveying goods into 
Nova Scotia from places outside the "select territory," 

The competitive bower in Central Canada of 
Nova Scotia industries was increased but the competi- 
tive power of Central Canadian industries in Nova 
Scotia was not increased, while the Act did nothing 
to reduce the cost of living in Nova Scotia in so 
far as it was influenced by the cost of commodities 
Obtained from Central Canada. 

(Main Report of the Royal Commission ap- 
pointed by the Province of Nova scotia 

in 1934 to make an inquiry into matters 
affecting its Economic Welfare, 7. b40% 

The Act was a recognition of the problem 
involved in the burden of the tariff being primarily 
that it tended to compel the province to pay the full 
cost of an extensive System of transportation. Lt 
attempted to meet the difficulty by the flat twenty 
ber cent reduction in rates. While designed to 


improve the position of maritime industries competing 
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in Central Canada, the position of the province, in 
so far as it continued to purchase goods from central 
Canada, was left unchanged, with the result that the 
cost of capital equipment used by basic maritime 
industries remained Comparatively unchanged. The 
weak position of basic producers in Nova Scotia 
in relation to the Central Canadian market and 
their dependence on the export market left them 
exposed to the disadvantages of narrow markets 
with economic nationalization and the decline in 
prices which characterized raw materials during 
the depression of the early thirties, 

(Complementary Report of the Royal 

Commission appointed by the Province 

of Nova Scotia to make such Economic 

Inquiry, pp. 211-212.) 

Thisweak position has been greatly 
accentuated at the present time by the international, 
financial, trade and exchange restrictions and problems 
which have been an aftermath of the second Great War. 
In point of fact the export market from Nova Scotia 
has largely disappeared. 

In the Main Report of the Royal Commission 
above referred to, the economic forces that have in- 
fluenced industrial development in Canada are des- 
cribed in general terms, Reference is there made 
to the centralizing influence to be found in the 
improvement of transport by the construction of the 
railway and canal systems. 

The next cause of such concentration in 
that part of Canada on or near the shores of the 
Great Lakes and the St. Lawrence was the tariff. The 


tariff system aimed at creating in Canada a group of 
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industries producing commodities which had previously 
been imported, 

The lake and river ports were the natural 
centres for eollecting the products of agriculture 
and forestry and for exporting them to other countries. 
The combination of a large market close at hand, of 
cheap transport to and from that market, and lastly 
of cheap power constituted a Sroup of attractions 
which gave Ontario and Quebec an enormous advantage 
over other parts of the Dominion and led to their 
rapid growth. 

In order to enable industries to make full 
use of the inland waterways, the Dominion, either 
alone or jointly with the United States of America, 
provided a series of canals which are employed as 
international waterways, free of toll, and even of 
wharfage duties. There, therefore, is in Central 
Canada the accumulated effect of natural advantages, 
together with the existence of a large and growing 
market for the products of its industries. 

The ports of the Maritime Provinces suffer 
from the competition of the lake and river ports for 
Summer shipments, while in the winter, when the St. 
Lawrence is closed, the maritime ports are faced 
with the competition of the United States ports 


which are closer to the collecting and distributing 


centres, 
(Main Report of Royal Commission - 
Economic Inquiry (Nova Scotia) 
pp. 37-40.) 
Similar statements will be found in the 
Report of the Royal Commission on Dominion-Provincial 


Relations, from which we quote as follows: 
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"The most striking feature of the 
industrial expansion was its concentration 
in Ontario and Quebec. Seventy-eight per 
cent of the increase in the total net value 
of manufacturing between 1890 and 1910 
occurred in these two provinces, If the 
production for export (lumber, wood-pulp 
and preserved fish), iron and steel and 
local industries such as baking, printing, 
buttermaking, are excluded, the maritimes 
made very little PEOR GAD sree caret crates amare 
With the cheapening of transportation and 
the growing advantages of large-scale 
production, industry was drawn nearer to 
the rapidly increasing populations of 
Western Canada and the Central Provinces, 
and nearer to the centre of United States! 
industry which financed and controlled go 
many of the Canadian manufacturing enter- 
prises. The tendency toward concentration 
in the St.Lawrence Valley was particularly 
strong in the case of consumers! goods." 

Book” Lt)? ps 74.) 

"The manufacturing industries of the 
Maritimes not only failed (with the ex- 
ception of iron and steel) to derive any 
Substantial benefits from the western 
development but they also lost ground in 
their own markets, The small industries 
and the handicrafts which filled many of 
the needs of the local communities declined 


under the competition of the mass-produced 
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articles of Central Canada,. ' 
(Book 1, p. 75.) 
"On the other side of the continent, 
the Maritimes, although profoundly affected 
by what was going on elsewhere in Canada, 
did not share equally in the buoyant 
prosperity of the period," 
(Booth, tare) 
"Many thought that the coming of the 
railway would bring new Opportunities 
compensating for this blow to their com- 
merce by linking a large hinterland: to 


their ports, The Federal Government had 


earlier built the Intercolonial and its 


transportation policy later resulted in 

the extension of the Canadian Pacific 

(the 'Short Line') to Saint John, and 

the National Transcontinental to Moncton. 
However, with the higher cost of railway 
over ocean transport and the larger 
capacity of steamships, traffic was 
irresistibly drawn to the inland St. 
Lawrence ports and the great American 

ports to the south. Nearness to Europe 
which was an advantage in the days of 

the sailing ship was no longer so. Never- 
theless, there was some progress in the 
development of the Maritimes, as outlets 
for inland commerce, and in this, federal 
assistance and policy played a large part. 
However, between 1891 and 1911 the combined 
population of Saint John and Halifax rose 
but slightly (78,000 to 89,000) and part 
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of this growth was at the exnense of the 
Smaller outports which declined," 
(Book 1, pi 78.) 

"The western settlement and the 
national policies induced a rapid expan- 
Sion, a great investment of capital and 
&@ measure of prosperity not experienced 
in the Central Provinces since the 1850's, 
With the highly specialized export produc- 
tion in Western Canada and the decline in 
the competitive position of the small 
maritime manufacturers, Ontario and Quebec 
became the manufacturing centre of the 
country. The growing volume of traffic 
from the Prairie region moved over the 
railways, the waterways and out through 
the ports of the Central Provinces," 

(Book Tape za 

"The relative, and in some cases 
absolute, decline in maritime manufacturing 
which began at the end of the last century 
continued during the twenties. The dis- 
advantages of these provinces arising out 
of their isolation from the large markets 
of Central Canada and the West, their dis- 
tance from the industrial centre of gravity 
of the continent situated in the Mid-Western 
United States, the unfavourable circumstances 
affecting the local exporting industries, 
and the adverse railway freight rate situa- 
tion (as compared with pre-war levels) 
prevented them from sharing in the expansion 
of manufacturing which took place in Ontario 


and Quebec. They were unable to benefit 
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from the new developments which stimulated 
the remarkable Growth in the lighter 
industries, in the production of packaged 
consumers! goods, new textiles and durable 
consumers! goods such as motor cars, 
radios, electrical appliances and other 
household furnishings. However, some 
progress was made in the processing of 
local natural »roducts and also of certain 
imported raw materials such as sugar and 
Gad. A number of Specialty manufacturers 
held their position, the most important 
being specialty textiles, shoes and 
candies, Nevertheless, manufacturing 

in the Maritimes declined during this 
period. In 1929 employment in manufactyur- 
ing was greater than in 1920 in every 
province except Nova Scotia and New Brunswick. 
For Canada as a whole, manufacturing employ- 
ment during the decade rose 14 per cent but 
fell 6 per cent in the maritime provinces. 
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"The difficulties of the widespread 
economic readjustment which the Maritime 
region had to undergo during the twenties 
were enhanced, particularly during the first 
half of the period, by the effects of the 
national policies. The isolation of these 
provinces from the markets of the rest of 
Canada was intensified by the war and immediate 
post-war rise in freight rates. In the 
maritimes these rates had risen approximately 


t 20 per cent more than in Ontario and Quebec. 
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The policy of protective tariffs, although 
it was not altered in any important respect, 
bore with increasing weight upon the depressed 
and marginal exporting industries, " 
(Book,.1, p. 119.) 

"The Maritimes form the most mature, 
and the most chronically depressed, regional 
economy in Canada," 

(Book 1, p. 187.) 

"With certain exceptions, such as 
the specialized apple, potato and fox 
industries where pre-eminent standards 
of quality have been develoned, and the 
pulp and paper industry where mass pro- 
duction methods can be applied the Maritime 
economy in general labours under disabilities 
and they are reflected in a very low surplus 
tCOMe + «ia National tariff policies have 
probably operated unfavourably in general, 
Since Maritime manufacturing industries pro- 
ducing for home consumption have been exposed 
to the competition of the more advantageously 
located manufacturing industries of 
Central Canada; Maritime primary industries 
have been burdened with increased costs; ard 
the great shipping, commercial, and financial 
Service industries, which bulked so large 
at the time of Confederation, have either found 
it impossible to ada themselves to changed 
techniques and the framework of national 
policies and survive, or have migrated to 


Central Canada." 
(Book 1, p. 188.) 
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"At the moment the large capital 
programs of the Maritime governments 
themselves are the most important and 
Stimulating governmental influences on 
° the economy, but expenditures on the 
current scale cannot be continued indefinitely." 
(Book 1, p. 190.) 

We have already referred to the competitive 
power of Central Canadian industries, 

We now wish to deal with the effect of induced 
freight rates in Central Canada resulting from water and 
motor truck competition with the railways, upon the 
economy of Nova Scotia, 

The Province refers to and relies upon the 
factual information contained on pp. 63-67 and 71-73, 
both inclusive, of Volume 1 and in the Appendices 
Sie 0, and 48-52, both inclusive, of Volume 2 of the 
Submission of the Transportation Commission of the 
Maritime Board of Trade, Volume 1 of that Submission 
was read into the record and Volume 2 is Exhibit 47. 
Reference is made to Volume 19, pp. 3504-3529, both 
inclusive, and to pp. 3574-3586, both inclusive, of 
the transcript of evidence and to the testimony of 
Mr, Rand H. Matheson on these pages in relation 
thereto. The Province coneurs in the views ex- 
pressed and the submissions made in this connection 


by the Transportation Commission, 
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In the i:sport of the xOyul Commission on 
Olinion=i rovincial ‘wlations, at puce 193 of Look ti, 
it 1as recognized that the co. petitive ratys wich 
the railways had put into erfect to nest bie COupetilcion 
of other Yorns of transportation in Central Ucuada had 
the unfortunate eifect, for the | aritinme rrovinces, 
of affecting adversely the diiferentials estuvlished by 
the i.aritine wreivht -ates Act. 

4S it is submitted, has been establiched 
in the subduissions of the fransportation Comission, 
Since the passing of the act, there has been a very 
great crowth in motor truck COlupetition in Untario 
and .uebec, In addition, there has been a substantial 
increase in water cOnpetition on the Creat Lukes and 
“t. Lawrence Vater System. The railway companies have 
filed and waintained any coipetitive rates induced by 
such motor truck ana water COupetition in Usntral 
Canada which unyuestionably aifect pre judicially the 
advantages conferred by the Act on persons and indus- 
tries in Nova Scotia, 

48 is pointed out on pages 22 and 23 of 
VOluue 1 of the Suiisission of the i‘ransportution 
Cormission of the Maritime Board of Trade, (volune 
18, p. 3431 Transcript of wvidence) at tho tine of 
the investisation iade by the Duncan Gosinission, 
the volume of traffic which was being lost by the 
railways to motor vehicles had not developed 
Sufficiently to enable the railways to cone to a 
decision as to how far they should jo in the direction 
Of seetin, motor traffic, It is evident tiiat while 
the loss of traffic to the motor trucks vas then 
causing the railways concern, the creat increase in 


Competition from wotor vehicles ana water transport 
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in the Central Provinces ‘shich has since developed 
could sot be forseen, In any event, as a consequence 
of such competition, a very serious situation has 
evolved. 

The Frovinece suggests, as did the [rans- 
portation Gonmission of the iaritime Board of Trade, 
at page 23, Voluue 1 of its Submission (Volune 18, 
page 3431 transcript of uvidence), that had the 
cOupetitive developments which have subseyuently 
taken place been forseeable, it is probable that 
the Duncan Commission would have recomended measures 
to protect industry and persons in the jaritime 
rrovinces against the effect of freight rates in 
Central Canada induced by motor truck and water 
competition. 

The present situation is that coipetitive 
freight rates in Ontario and .uebec have been, in many 
cases, lower than the corresponding freight rates 
under he Maritime Freight Rates .ct, 1927, (see 
Submission, Transportation Commission page 65, Volume 
1 and Volwne 19, page 3519 of Transcript of Uvidence) 
and it is undoubted that the reductions effected 
in the competitive rates have materially reduced 
the opportunity afforded by the Act to Nova Scotia 
merchants, traders and manufacturers, to get their 
goods into "the larger market of the whole Canadian 
people." 


In the irovince of lbova scotia et al v. 


the Canadian National Railways et al (1937) s5.C.i, 


271, it was held by the Supreme Court of Canada 
that competitive tariffs reducing frei-ht rates 
established outside of the “select territory", as 


defined in The haritine Freight Rates act, 1927, 
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are within the cv. templation of Section & of the 
.¢t and when such tariffs pre judicially affect “the 
Statutory advantages", then "the Board shall not 
approve nor allow" such tariffs; and these words 
necessarily iniply authority to cancel any ret.a 
“aving such effect; but whether any particular 
colpetitive rate has that effect must, in each 
case, be a yuestion of fact to be determined by 

the Board itself, 

The Vourt agreed with the Board of Railway 
Commissioners that the authority of the Board under 
Section & is linited to that which is given by or 
implied in the words “shall not approve nor allow 
any tariffs which nay destroy or pre judicially 
affect such advantages," fhe Court therefore held 
that the Board was right in olding that, if rates 
under such a competitive tariff outside the "select 
territory" are found to be such as the Soard should 
not approve nor allow under Section & of the act, it 
has authority under the uct Only to cancel such rates, 
and has not the authority to adjust or vary rates on 
the railway lines in the “select territory" by allowing 
@ reduction therein proportionate to the reduction 
effected by the competitive tariff in the outside 
territory, 

fhe Soard therefore has no authority to 
adjust or vary rates to Shippers in the "select 
territcry" to weet the copetitive rates established 
Outside the "select territory", the cancellation 
Ox such competitive rates established outside the 
"select territory” is of no benefit to Shippers in 
the “select territory". Cancellation of the outside 


COupetitive rates has not the eifect of diverting 
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the traffic to shippers within the "select territory", 
Its natural consequence is ,erely to divert the 
traffic to the other transport agencies outside the 
"select territory" whose cOlupetition induced the 
establishnuent oi the coupetitive Tates, 

4S a result of the establishnuent of these 
Colpetitive rates, the .ct does not now restore the 
Oricinal purposes of the interes, onial Railway as 
interpreted by tie freight structure prior to 1912. 
Such competitive rates frustrate the intent of the 
Tecommendation for the 20, reduction, as expressed on 
page <3 of the Duncan seport, as slippers in the 
"select territory” are not able to hold their own 
against shippers served by railway lines or other 
transport agencies outside the "select territory", 

In our Submission, it is essential in 
order to restore the original purposes of the Inter- 
colonial kailway that where the Statutory advantages 
in rates to persons and industries in the "select 
territory" have been destroyea or prejudicially 
atfrected by the establishuent of reduced rates 
outside the "select territory" induced by competition 
or otherwise, the Board of transport Conmissioners 
be directed to adjust or vary rates within the 
“select territory" in such a manner as to iaintain 
the statutory udvantages, i.e. to reduce the rates 
to preserve the cifferential established by the 
laritine «rei ht Rates act. 

It is tuerefore subiitted that ection 8 
of the .aritime Freight sates .ct, 1927, und Sections 
314 and 325 of The Railway act, and any other 
relevant provisions of the «act, being Chapter 170 
of the Revised Statutes of Canada, 1927, should be 


amended so us to direct the Board to reduce rates 
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accordingly and that it be declared in the ane nding 
legislation that the rates when so reduced shall 
not be or be deemed to be unjustly discriminatory 
or otherwise unjust or unreasonable, 

we refer to the statenents contained 
pages 59-60 in Volume 1 of the Submission of the 
Transportation Commission of the Maritime Board of 
frade (Volune 19, Pages 3485-3456, “ranscript of 
svidence) with respect to the class frei.ht rate 
structure between the laritines and other parts of 
Canada being based on "“arbitraries" over i.ontreal. 
Keference is also made to the passages in the ‘ubmission 
with respect to arbitraries contained on pages 73-74 
of Volume 1 of the said Submission (Volume 19, pages 
3565-3586, Transcript of uvidence), page 80 (Volunie LG: 
page 3610, Transcript of uvidence) and paces 84-87 
(Volume 19, pages 3658= 3665, lrauscript of uvidence) and to 
the evidence of hr. Matheson in Volume 20, pages 3791- 
3793 and pages 3565-3868, transcript of uvidence,. 

“or many years in the history of Canadian 
railroads, the special position of the i aritines 
and their isolation from the rest of Canada have been 
recognized by the establishuent of low arbitraries, 
fhis was recognized in the Decision of the Board of 
Railway Coraissioners in the 192< reduction cuse (27 C.A.0, 
1533.12 J.0.R. & Ti. 61), 

In that case, at 12 J.0.ii. & R page 68, the 
Board points out as a matter of historical information 
that arbitraries in respect of the Maritime !rovinces 
Were established by the Grand frunk at least as far back 
a8 1874, via Iortland and Steamer, before the Intercolonial 
Kalilway was constructed, and we quote from that decision 
@s follows:- 


Following the opening of the all 
rail route the rate between the 
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Maritime provinces and territory 

west of iontreal was constructed 

by addition to the . ontreal rate 
of a scale of arbitraries, The 

earliest recorded tariff is that 

of 1891-1094," 

and again, at page 69 of the same Teport, the Hoard 
found that the syste of rate making by the establish- 
ent of arbitraries over j.ontreal in the case of the 
Maritimes: 

Te eeewas in effect long, before the 
creation of the Board and has since 
been carefully considered more particu- 
larly in the wastern rates case in 
1916, wore extended reference to which 
is contained in the judgment in that 
case; it is an integral part of the 
whole class rate structure in eastern 
Canada and could not be disturbed with- 
Out involving disturbance of the entire 
frei-ht fabric in this territory," 

The Frovince relies upon the above-uwentioned 
Statenents contained in tho Submission of the lrans- 
portation Coriuission anu subrits that the practice 
which the Board has reco; nized ever since it was 
established should be extended as Suggested by the 
Transportation Commission so that the "nor.al" 

Class arbitraries over the rates from .ontreul which 
existed prior to april 8, 1948, (the effective date 
of the Zl, increase) from stations West of j.ontreal 
in Ontario territory to stations in the i aritimes, 
uSing Saint John as a base, be :aintained in relation 
to any general percentage increases that might be 
prescribed, It is also urged that where cocuodaity 
rates are published such arbitraries be applied as 
Wwaxiiuwa over iontreal at the class of the commodities 
so treated, that the class rates from iontreal to 
Saint John reflect the average percentage changes 

in respect of rates from the Central Ontario territory 
and that stations in other éroups in the haritimes 


retain the arbitraries over Saint John which also 


existed on April 7, 1948. 
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whe irovincs refers to the érounds for 
the above suviission set out on pages 85 and 86 of 
the submission of the sPansportation Commission 
(Volume 20, pages 3661-3662, Transcript of Bvidence) 


and to the Jecision of the Suprene Court of the 
United States in the uatter of the Appeal of ayrshire 
Collieries Corporation, etc. v. fhe United States of 


America Interstate Couierce Coumission, sf i:1, dated 
55ST aerate ane etamatemnemeemeemerars ences pe a  E 


January 3, 1949 and to Ex Parte 166, 270 I.C.C. 403 
at pages 454 and 455, 

aS pointed out on page 86 of the Submission 
of the (transportation Comission (Volune 20, page 3664, 
franscript of Svidence) it will probably be nocessary 
to auend the Maritine ereicht .iates ct in connection 
with this proposal in order that the reiiburseients 
to the carriers could be based upon what is described 
therein as normal rates which othersise would apply 
eastbound as a base but for the jmintenance of the 
arbitraries existing on april 7, 1948, 

The subuission with respect to the maintenance 
of arbitraries is as was the recomuendution of 
the l'ransportation Coiuission without prejudice to 
the proposal hereinafter contained oi’ excepting 
basic and primary COumodities, including foodstuffs, 
from horizontal increases by means of alternative 
measures, when it appears that persons and inauustries 
light otherwise be prejudicially affected, 

We have quoted, in its entirety, on pages 16-18 
of this briet, Paragraph 13 of the Luncan ceport sith 
respect to the incidence of horizontal increases, It 
will be observed, upon reference thereto, that the 
railway administration (Canadian iational Railways), 
in giving evidence before the Cotuzission, agreed that 


lon; distance +Rah°ic, particularly heavy traffic, had 


oy ee Tee. YY ee re 


“- 


wita £ouus> vada odd d 


i+ A SS t rio. eulgs 


ae LAS okies pant) te Se eet Wass OG." Oe iis PES pene (435 0.05 Ofeth. 
¢ 


* 4 . os + 

4 i By fig * Sorecwee ft % Figie oo 

wy |‘ senoed ee. ft a TE 4. tw) bh weal al ek, 
Aemath en ae ee me ie AO ee en A A ee ate eet Hates ee meRs tg ee en eee 


; . . ‘ x f 
AY 7 1 — | > ee Vet tae ‘ . “f hed att 2 
ARs mies CMS 2 i Ws ye gt tN ce Ft j nee fT te & : ES 4 
teem pct a ON re ME TRANS - ot oY vpenieeees ash Ss SALE Rae | 
vad £a¥ roy a it erlag MY : fr ee er +a . ae 7 wir r x a er 
Ros eeu erg ee pues UR: mele iL akGte RP org | eS ae weeereae 


PAD ION arene oe eke ent os meh ea RGAKS LO 


oS) 


—_ 
2 
he 
fax 
a 
ra 
> 
= 
— 
yar 
tn 
— 
pe 


| bia e Puta OiGh ings” elt Nec 4 & Se) Givi Sra Peles Bele 
i] 
; ae gene eg ; : Meare feat scott 
~ ge tet GUN? ote oie ml ot Teele SOS eh Vere eal i 


Pics PO Ode ciote Gp ogi Posteo Ye serh nseneereth 


eee se er, Oe + Wes at 2 toy iia Man » 
: CN Dido hEndee ies es o. ahep gah ae hoy Es BOM SB us aes 
> 
: 
: 
+ 
y 
' 
‘ 
ft Ns ieee ; eee td ay te ee aca he 
beeen es wt rea) Peers NRE We aplog, au 1 oe t Laer SU tye 
+ A ah ole ve eh er, “ ere yp ae ase c bn was <p 
: he eet 3 mth SH ERA ee - 25 Pere 3} AN ey aaa? Ta i Dee hek Catinded i 
Le . st " ik “ 
iavt DS led . 
i4 Ss i : cad ae Fa vols fh : . f 
iON 2 eis etek 4 i a oe Pe doas sett | PEA gb as eG eye uk a Ghat ie I 
3 ei oan ‘. oP r : BD ae ae ee iter <a Af . ee ae 
ae dn ee Paar! Pe y hee yon] ese Sg | ja bias x pik & 
155 Cente 2 ema Page + nm : 3 
$F eek h ¢ we, tee a ae ore e kine iA, 2 ot 4 a Nk BORLVGE LI 


14593 


been seriously prejudiced by the Operation of the 
horizontal increase and that they had made the 
Su_cestion to the Board of Railway Conmissioners---at 
a time when a reduction in class rates was being 
considered--that instead o7 reducin:, the class rates, 
they should select what W8TS considered basic 
cOlmodities, such as érain, forest products, coal, 
iron and steel, 

The Coruiission, in view of the importance 


as 


of railway rates to lon; distance and heavy traffic, 
recomended that the watter should be taken into 
fresh consideration by the Railway Coimission and 
that the Soard should be relieved frow the necessity 
of regarding, therselves aS bound by any previous 
declaration but should be free to consider the whole 
question on its ierits, 

Notwithstanding the position taken by the 

railway administration in &ivin_. evidence before 

the Duncan Commission, the railway companies in 

their applications for increases made in the years 
1946 and 1948, and comionly referred to as the 21% 
and 20, freight rates cases, asked for horizontal 
increases in freight rates, the Board, in its 
Judgiuent in the 2l', case, granted a horizontal 
increase of 2}3:%{, The Statutory Crow's ilest iass 
kates on grain and flour Were not involved in these 
applications, fhe increase in freight rates on coal 
and coke granted in the élj case was 25 cents per ton, 

In the Judziient of the Chief Col.siissioner, 

Coneurred in by the other members of the Board, it 
Was said at page 65:- 

"Strong exception was taken by the 
respondents to the erantin; of a straight 
percentage increase in frei,ht rates, 

Put, as I view the iatter, this is the 
Only workable and practical wethod of 
dealing with the question in order to 


provide the additional revenue required by 
the railways, 


ees | 
“ a aa 
ais uo yoldateqy end yo DootduLeag Ylevoliee aged 


Out Obs: ded Geiy dade tad etenvsaf Legace teed 


/ dHernetanviesiaw potter Tw Mabe and of faftdea, OH 
. aHfed aes @piev @¢afa al avldee bet 2 Aedw Bail @ 5 
p2eI8t epnia eld ALOb eet 2C Rogseani dad = sbete: af onus 
Iiewd eetiviieawa ete Seily 3 fim Leas se Epona ake %ona 

(fBO% gdm oOty ItoT] ph Sty ew dogs  doddttocos 


sipede Gan aGdi 


ry yord yventl Bot genadalta .8el 6f Bageti ver [fae Fa 

*y agai nuked wy Siveud Getta edd déu¢ Hebi awaenet 
Bu. Skea bo im) woeukiesl alt £2 Agteeteeteace o69%7 

nid okt oe¥adiae ed bias: toa add dada 


guaivwit tae ea daa aa au¥fedueid atone, 


fay OLDG at 


6 
Vee 
‘ee 
tb 
‘ 

*% 

Shee 


4% pod#ieou odd .aliigntuddivds 4 
* . ae aes Goal mae id . PF se hes Ro F Se ona & ‘ 
Si@kui sonebiite aivis al a@idatteininbs oe LE ef 
ak sutaeqas vavdigt ead ,ASiéadmuaee nes sg 


. 


atay ott Af Abe. 2B eeeeRE tek Aeesteatigqus {2648 


uff uid au 34 geetdotwt gimenmes Bux ,BACL Sas adel 


‘ le¢asai tan 40% Sheek eRe aedee gHi28%53 Ce BAS. 
; < ee F 4 £F i = igh 2 ee a = at 
Gi AL . st sae we eSGie8 FM tek AL Gan aetgut, 
« _ 4 . i 
" 
LJ y nie ¥ 
y Ladiusited 6 SBedapta ,9a38 ola Baud Ai gnOsag is 
; eertd ey en Wise ae Rom Si 44s ee aia 6 
Hi Sie. thiu-ahvess whedueeten eat ot £2 To se aeawas 
if / 


a somet af bevlavnk 408 wie, tah) Bue Gets AS abdaet 


eovand wi  .bagddnal tage 
ugaue 23 aw etes wha add ad betnast, alee bas 
, tahud ae bis 2 tuknh add 10 Sem Bi odd ae , 
¢i ,beeea aia td ated Ais godt) aid ql Ad pettpgade 


a 
» 


site 


&. 


_ e 
eney de bf a 


cai a yu Hidist pig Holga; peo aia dealt 
Fi iehte 9 vast, sid Od ‘adny. Oto EY 
vew¢et dd fete al ceuaaedd phsnewsey 

wid af 8 isc yivdtan add WORE: 
Fs meade ‘ iBoicy nie Bag D2 E 
~ Gd apie af Acie tr sé a 
ad Heth oe Ab ae et {ane ddbpe 

ean A ns wus ae ane 2 > A 


14594 


there were submissions that if in- 
creased rates were authorized there should 
be varying percentages of increase, the 
lowest percentage of increase being made 
Cn long hauls and the highest percentage 
of increase on short hauls; it was also 
Suggested that maximum increases should be 
provided in order to avoid a very la. ge 
increase upon relatively high rates from 
distant points of production to important 
markets, One difficulty with respect to 
the adoption of a varying or maximum in- 
crease '. apparent, namely, the lack of 
reliable vraffic statistics from which to 


' determine the additional revenue which 


would accrue from flat or maximum increases 

On particular commodities, Further there 

is not on the record anything to enable any 
determination concerning the commodities and 
Sections of the country and even the individual 
rates which could best bear the burden of an 
increase, 


While there are a number of individual 
cases where discrimination in rates is alleged 
to exist and it may be that some of these re- 
Quire special and Separate consideration, on 
another occasion, But they do not seem to be 
SO outstanding as to require Separate treat- 
ment in’ : Jf this nature, The Province 
of British Columbia proposes to make a sub- 
Stantive application to the Board for the 
removal of the ‘Mountain Differential! and 
the Province of Alberta has under considera- 
tion a similar application for like purpose, 
and to have removed discrimination which is 
alleged to result from transcontinental rates, 


Upon consideration of the whole Situation, 
I think that, in this case, the general in- 
crease in freight rates should apply equally 
throughout the country." 
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It was argued by Counsel for the Maritime 
Provinces in the 21% Case that a horizontal increase, 
if made uniform on the Intercolonial Railway with the 
rest of Canada on outward shipments to the other 
Provinces, would destroy or prejudicially affect the 
advantages in rates Siven by the Maritime Freight 
Rates Act to persons and industries in the "select 
territory". It was pointed out that a horizontal 
increase may retain the percentage-wise relationship, 
but in cents per hundred pounds or in dollars per ton, 
it would disrupt the rate in relation to persons or 
industries in the "select territory". 

In the argument of Counsel for the Maritime 
Provinces, it was urged that so far as the "select 
territory" was concerned, the submissions of Counsel 
for the Provinces of Saskatchewan and Alberta with 
respect to horizontal increases were buttressed by 
Section 8 of the Act, which directed that the 
Board should not approve nor allow any tariffs whieh 
might destory or prejudicially affect such statutory 
advantages in favour of persons and industries located 
elsewhere than in the "select territory". 

The Board was asked, if it decided that a 
percentage increase should be granted, to establish, 
in the case of goods purchased or manufactured in 
the Maritime Provinces for shipment by rail to the 
Central Provinces or other parts of Canada, the 
principle of limiting the percentage increase to 
a flat maximum amount or some other method which 
would have’ the effect of lessening a percentage 


increase o'r alternatively, restricting the increase 
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to a reduced perdéntage on long haul traffic exceed- 
ing 350 miles or more, from the "select territory". 

The Board of Transport Commissioners did 
not accede to the argument of Counsel for the Maritime 
Provinces that a horizontal percentage increase des- 
troyed or prejudicially affected the advantages given 
by the Act, but granted the Straight percentage in- 
crease of 214%. 

If, upon its true construction, Santon 8 
of the Maritime Freight Rates Act does not protect 
persons and industries in the Maritime Provinces from 
the effects of a Straight percentage increase in 
freight rates, it is submitted that the Act should 
be amended in such manner as to do so. 

The position of the Province, in this 
regard, is identical with that of Mr. L. A. Forsyth, 
K.C., in Volume 29, page 5600, Transcript of Evidence, 
where he gsaid:- 


"In other words, if the Board of 


Transport Commissioners are correct in their 


view the horizontal increase does not violate 


the probibitions of the Act then something 

ought to be done to change that view, and 

if they are wrong about that view, still 
something ought to be done about it." 

It was also argued by Counsel in the 21% 
case that apart from the provisions of the Maritime 
Freeght Rates Act, the Board, as well as the Inter- 
State Commerce Commission, in percentage cases in 
the United States, have repeatedly taken into con- 


Sideratiom evidence as to the effects of proposed 
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rate increases on established industries and that 
they have either denied Or prescribed exceptions 

to rate proposals Submitted by the carriers from time 
to time. 

Reference was made in the argument to cases 
in Canada as well to the United States cases in which 
the Board and the Interstate Commerce Commission had 
denied or had prescribed exceptions to proposals for 
rate increases. The authorities in question are dis- 
cussed in the argument of Counsel for the Maritime 
Provinces in the Transcript of Evidence in the 21% 
case. (Volume 789, pages 17791-17819.) 

The submission of Counsel was that in the 
absence of any percentage increase or general revenue 
rate applications before the Board since the year 1920, 
one should turn to considerations given to these matters 
by the Interstate Commerce Commission, keeping in mind 
changed conditions and changed circumstancess since 1920 
and the past experience in Canada in connection with 
Straight horizontal percentage increases. 

It was submitted that it was indisputable 
that the disruption in rates which resulted from the 
percentage horizontal increases in Canada, particularly 
in the 25% and 40% rate increases which took place in 
1918 and 1920 respectively, led to such a very severe 
impact on established industry that the then Chief 
Commissioner, in the 1921 Reduction Case, 11 J.0.R. & R. 
255 at page 257 and in er GsksGs L3l At page- 195, 
commented on the severity thereof, and that in the 
1922 Aout DA Case 27 C.R.C. at page 153, the inequali- 
ties which the percentage increases had accentuated 


were acknowledged. 
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It was submitted that the experience and 
effects of the horizontal percentage increases effected 
during the first Great War and immediately following 
the War, should be avoided and that the Board should 
consider prescribing just and reasonable exceptions 
in the public interest. 

It was also urged that the Board should 
give consideration in relation to any application for 
increased rates percentage-wise to a relative lessening 
of the distribution of the burden on long-haul traffic. 
It was pointed out that the limiting of increases to 
flat maximum amounts, larger mileage grouping in rate 
Scales as distances increase and grouping of originating 
and destination points results in a tapering of rates 
and lessening the burden on long-haul traffic and that 
Such tapering of rates was justifiable in the circum- 
stances. 

It was also contended that it was clear 
from the authorities cited that when the factual 
evidence shows, as it does in this case, that horizontal 
percentage increases would detrimentally affect persons 
and industries in the Maritime Provinces, then consid- 
erations must of necessity be given to the prescription 
of just and reasonable exceptions not only to protect 
industries in the public interest but also to protect 
the railways from loss of traffic. 

In the argument of the Counsel for the 
Maritime Provinces in the 20% case, it was mentioned 
that the Interstate Commerce Commission had in its 
decisions repeatedly, since 1931, found it reasonable 


to prescribe maxima rates or lower percentages in 
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general revenue cases principally in connection with 
basic and primary commodities, including foodstuffs, 
and that in doing so it has taken into consideration 
industries which were established and have made progress 
under the rate structure which had been developed. 

It was also suggested that the prescription 
of exceptions by the Interstate Commerce Commission 
had influenced United States carriers in submitting 
proposals for increases with exceptions on specified 
commodities. 

The submissions of Counsel for the Maritime 
Provinces in the 20% case are found in Volume 817, 
pages 4497-4530. 

A concise and accurate Summary of the conten- 
tions of Counsel for the Maritime Provinces in the 21% 
and 20% cases, in this regard, is contained on pages 
75 and 77, Volume 1 of the Submission of the Transporta- 
tion Commission of the Maritime Board of Trade (Volume 
19, pages 3590-3594, Transcript of Evidence. See also 
Volume 20, pages 3792-3793.) 

The Province repeats the arguments there 
made and craves leave to refer thereto, as well as 
to the Canadian and United States authorities cited 
in support thereof. 

The Province also refers to Appendices 
63-67 inclusive of Volume 1 of the said Submission 
of the Transportation Commission and to the information 
respecting increases on freight rates on pages 78-79 
of said Volume 1, and to the evidence of Mr. Rand H, 
Matheson in Volume 19, pages 3595-3608, Transcript of 


Evidence. 
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The Province refers to the Suggestion 
made in the Submission on behalf of Dominion Steel 
and Coal Corporation Limited at page 10 (Volume 29, 
pages 5516-5517, Transcript of Evidence), reading 
as follows:- 

"The Interstate Commerce Commission in 
& proceeding, reported as 'ex parte 162! gave 
effect to the request made by the railways 
that the increase on iron and steel products 
be limited in all instances to a maximum of 
eighty cents (80¢) per ton ana it is our view 
that a formula which recognizes the principle 
accepted by the Interstate Commerce Commission 
would afford a reasonable Solution of our 
Gifeiculetes: 

What we suggest is that if we take ag 
a Starting point the rates applicable to the 
movement of our products from plants in Nova 
Scotia to other parts of Canada as those rates 
Stood prior to the increases ordered in 1948, 
any increase in the freight rate on any 
commodity from any one of our Nova Scotia 
plants to a given point elsewhere in Canada 
Should be limited to the amount in dollars 
which our competitors would be required to 
pay by way of increased freight upon the same 
commodity to reach the same point. 

To adopt such a formula would be a 
belated recognition of the principles inherent 
in the Duncan Commission's Report and would, 
in our view, conform to the Spirit of Section 
8 of the Maritime Freight Rates Act." 


(Volume 28,pages 5516-5517, Transcript of 
Evidence) 
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It will be observed that the above suggestion 
relates to the position of a manufacturer in Nova Scotia 
Shipping goods into the Central Canadian market and 
that it is urged that the adoption of the proposal 
would be 2 recognition of the principles inherent 
in the Duncan Report and conform to the Spirit of 
Section 8 of the Maritime Freight Rates Act. 

Our submissions with respect to horizontal 
freight increases are based not only upon the principles 
inherent in the Duncan Report with respect to westbound 
traffic but also cover all Shipments, whether westbound 
or eastbound. For relief in such respect, we rely 
upon the principles laid down in the Canadian and 
American authorities to which we have referred. 

Mr. Matheson, in his evidence, in Volume 
23, pages 4517-4518 shortly states the general position 


with regard to horizontal increases. 
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"First of all, there is the Railway 
Act. We feel that long distance rates and 
rates on basic and primary cotttiod’ ties , 
including foodstuffs, should be kept down 
to a minimum in connection with long haul 
increases in freight rates. 

West to east, regardless," 

(Obviously what is meant by the answer is 
that both eastbound and westbound traffic 
is included, ) 

We have, on pages 12-15 of this Submission, 
quoted passages from the Duncan Report which are 
Summarized in Volume 1, pages 79-80 of the Submission 
of the Transportation Commission. (Volume 19, page 
3608 et seq. and Volume 20, page 2826 et seq., Trans - 
Script of Evidence, the latter reference containing 
the evidence of Mr. Matheson in this regard. ) 

The Province concurs in the submissions 
made to the Board in this connection in pages 80-81 
of Volume 1 of the Submission of the said Transporta- 
tion Commission. (Volume 19, page 3609 et Seq., 
Transcript of Evidence.) 

It is submitted that import and export 
rates from and to Nova Scotia vorts should be main- 
tained at such a level as to cause an adequate volume 
of Canadian import md export trade to flow through 
Nova Scotia ports. 

The Province refers in this connection to 
the statements contained and the contentions made in 
the Memorandum of the said Transportation Commission, 


pages 94-97, (Volume 19, page 3679 et seq. and 


[-2 
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Volume 20, pages 3683-3685, Transcript of Evidence.) 

The Province adopts the contention therein 
made that - 

"Maritime port rates be adjusted at the 
earliest possible date so as to reflect, 
during the period April to November of 
each year, the relationships that ex- 
isted with the port of Montreal prior 
to March 28, 1938," 

It is submitted that there should be a 
reduction in freight rates on goods, materials and 
commodities to be processed in Nova Scotia or to be 
used in the manufacture of products there, shipped 
into Nova Scotia from points outside the "select 
territory" as defined in the Maritime Freight Rates 
Act. 

There are a number of producers and 
manufacturers in Nova Scotia who must obtain a 
large part of their raw materials of production, 
as well as containers to package their goods, etc. 
from points outside the province, and as a substantial 
part of the market for their goods is in central or 
other parts of Canada, they must then ship back the 
finished product and meet the competition of pro- 
ducers and manufacturers with relatively low trans- 
portation cost for raw materials and for the distribu- 
tion of their finished goods. 

In the case of agricultural products, the 
importance of low freight rates on all articles 


entering into production costs cannot be exaggerated. 


It is therefore urged that cognizance 
should be taken of the paramount importance to the 


continuance of established maritime industries, 
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including agriculture, and in the public interest 
of the economy of Canada to obtain their raw 
materials of production at the lowest possible cost. 

The following statement from the Judgment 
of the Interstate Commerce Commission in the case of 
Bonneville v. Alton Railway Company, 245 I.C.C. 751, 
at page 759, wherein the Interstate Commerce Com- 
mission said: 

"Transportation costs on fertilizer 

Should be kept as low as possible, 

both in the interest of aiding 

agricultural products and as a means 

of increasing railroad tonnage of 

agricultural commodities." 
fortifies our submission in this connection. It 
indicates that both in the interest of the producer 
and of the railway, transportation costs on articles 
entering into the production costs of goods, whether 
manufactured or the products of agriculture, should 
be kept at a minimum. 

It is therefore urged that consideration 
should be given to the maintenance at a low level of 
freight rates on raw materials or other goods to be 
used in the processing or manufacture of products in 
Nova Scotia, shipped from points outside. 

If the adoption of any of the measures 
advocated in this submission require the furnishing 
of financial assistance from the Dominion Treasury to 
the Railways, it is respectfully submitted that such 
assistance should be given. 

While it may be said generally that it would 


seem that there should be a downward revision of the 
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capital structure of the Canadian National 

Railways, the Province is not in a position to make 
specific submissions in this regard until the proposal 
of the Canadian National Railway Company, as to 


revision, has been submitted and considered, 
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With respect to accounting methods of reilways in 
Canads, it is submitted thet in order to appraise the 
operating results of the railways in eny yeer or to 
compere the results over 2a period of years, it is 
imperative that ennual Statements should be compiled 
on e uniform basis. It is urged that to bring this sbout 
the Board of Transport Commissioners prescribe s uniform 
standard classificstion of accounts which the railways 
Should be required to follow in prepering their records 
end finencial statements. 
The present system of permitting each company to 
Segregate its expenditures between capital and revenue 
accounts leaves to its executives @ wide margin of 
discretion besed on financial policy. It is submitted 
that the segregation of expenditures between capital end 
revenue accounts in any regulated company should be 
carried out under rules prescribed by the regulatory 
body. 
In the prepsration of 9 uniform standard classification 
of accounts, «bb iis Suggested that speciel attention should 
be given to the following matters: 
Le Definite and detsiled rules should 
be laid down es to what constitutes proper 
charges to the operating accounts under 
the classification of maintenence. 

Es The method of computing depreciation 
Should be determined and the rates prescribed 
for all classes of assets. 

fy Rules for the segregation of accounts should 

be laid down, clearly setting out whet 
constitutes rail as opposed to non-rail 


enterprises. 
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4. Rules for the allocation sand epportion- 

ment of charges common to both rail 

end non-reail enterprises should be 

prescribed by the Board. 

With respect to the Canadian Netional-Csenadien 
Pacific Act, 1933 and amendments thereto, it is submitted 
that when reilways are Seeking an increase in freight 
rates, on the ples of financial need, there is an ob- 
ligetion imposed on them to demonstrate by cogent evi- 
dence that they have taken 511 measures necessary to 
effect economies in their Operations. 

Counsel for the Provinces in the 21% case 
contended thet en increase in freight rates was a last 
resort efter all other means of reducing expenses and 
thereby increasing net earnings had been thoroughly 
explored. In endeavouring to probe the merits of the 
contention of the railways that operating results did 
not yheld sufficient net earnings to meet their require- 
ments and that an increase in freight rates was essential, 
we took the position that the burden was on the railways 
to show that they had exhausted sll reasonable efforts 
to improve their Operating results by effecting economies 
through co-operation, and elimination of the wasteful 
effects of aggressive competition, 

Highly responsible witnesses for the reilways 
testified before the Durr Commission that ennuel savings 
of from Six to Thirty million dollars would be possible 
on a basis of 1930 traffic through s policy of co-operation. 
(Pages 673, 674, -675 and 742; 850 amd 851; 909, 2401 and 
2464, Durr Proceedings. ) 

Information has since beenn supplied by the Csnedien 


Pacific R.ilway and the Canadian Net.ionel Reilway which 
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shows that the snnusl Savings effected through co- 
operation from 1933 to 1949 amount now to $1,189,240, 

It is 2lso noted from the Summery submitted 
by the railways thst some $972,000 of this smount 
results from the pooling of trains between Montresl, 
Ottawe and Toronto. It is clear, from the summary 
submitted by the railways thet there is 8 startling 
divergence between their estimates of present savings 
and the estimates given before the Duff Commission. 

In the 21% case the railways made no attempt 
to meet the request of the Provincial Counsel or to 
Satisfy them that all necessary measures had been taken 
to effect economies, The Board in its judgment held 
that it had no duty or suthority to require the railways 
to undertake co-operetive measures to effect economies 
or to review whet measures they had taken. The Board 
also stated that it was not a matter which seemed to 
invite special inquiry on its pert, and that nothing 
could be gained by entering into eny extensive 
discussions on the subject. In other words, the Board, 
in arriving et its appraisement of the fimencial 


need of the railways on which it based 
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its judgment for an increase in freight rates, 
wholly failed to take cognizance of the wasteful 
competitive practices mentioned in the report of 
the Duff Commission, 

It is our submission that the decision 
of the Board in this respect was at variance with 


the principles which it should have followed and 


that in so deciding the Board failed to take cognizance 


of a cardinal factor to be considered in arriving at 
the measure of freight rates to be imposed on the 
public, 

In support of these submissions and to 
indicate the obligation upon the railways to effect 
economies and more remunerative operation by co- 
Operative measures, we suggest that the principles 
and recommendations, as well as statutory directions 
hereinafter mentioned, should have been adhered to: 

First; We refer to the general principles 
adopted by the Interstate Commerce Commission with 
Peete ot to rate-making,. Those principles are: 

(a) that it is necessary for railways to 
cooperate to reduce waste, 

(b) that railways seeking an increase in 
rates should explore diligently every 
possible avenue of improving their situa- 
tion, not only individually but collective- 
ly, through co-ordination of services, and 

(c) that the railways are not performing their 

full duty to the public, especially ina 
time of national stress, unless they have 
availed themselves of all the means 


reasonably at their disposal, including 
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wholehearted cooperation with their 
competitors to function as economically 
and effectively as they can, 

Second: In addition to the general principles 
fentioned above, the matter of economies by cooperation 
has received special attention in Canada in the report 
of the Duff Commission Which, after exposing the wasteful 
effects of aggressive and uncontrolled competition, 
recommended that the railways be obliged by Statute to 
adopt cooperative measures for the removal of unnecessary 
or wasteful services or practices, 

The complete text of these recommendations 
is contained in Paragraphs 210 and 21] of the Durr 
Report as quoted below: 

"210, We have emphasized the fact that 

@ principal weakness of the past decade has 
been the failure of the railways to act to- 
eether in their own interests and in the 
interests of the public, It is not enough 
that each (railway) should take all practicable 
measures of economy in respect of its own 
systen,. There must be joint action with a 
view to savings in the wider Sphere, 

all. aA statutory duty should be imposed 
upon the trustees (of the Canadian National 
Railways) as well as upon the Board of 
Directors of the Canadian Pacific Railway 
that, consistently with the provisions of 
the existing law and with the recommendations 
of this report and with the provisions of 
all reasonable services and facilities, they 
Should adopt as soon as practicable such co- 
Operative measures, plans and arrangements 
&@s shall, consistent with the proper handling 


of the traffic, be best aczpted to the removal 
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of unnecessary or wasteful services or 
practices, to the avoidance of unwarranted 
duplication in services of facilities, and 
to the joint use and Operation of all such 
properties as may conveniently and without 
undue detriment to either party, be so 


used," 
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Third: Any doubt 4&8 to whether the two 
major systems in Canada had a duty to cooperate to effect 
savings and economies was removed by the passing of the 
Canadian National - Canadian Pacific Act, 1933. The 
Act was passed to implement the recommendations in the 


Duff Commission Report. 


The Act Specifically directed the Railway 
Companies 

"for the purposes of effecting economies and 
providing for more remunerative operation .., 
to agree and continuously to endeavour to agree 
upon .. . such cooperative measures, plans and 
arrangements &s are fair and reasonable and best 
adapted. , . to effect such purposes." 

(Section 16 (1).) 

The Act clearly indicated the nature of such 
measures, plans and arrangements which were to be under- 
taken "for the purposes of effecting economies and 
providing for remunerative operation", 

Section 16 (2) sets out particulars of some 
of these measures, plans and arrangements. It pro- 
vides that: 

"Without restricting the generality of the 
foregoing, any such measures, plans or arrange=- 
ments may include and be effected by means of = 

(a) new companies controlled by stock 

Ownership, equitably apportioned between 

the companies; 

(b) leases, entrusting agreements, or 

licenses, or agreements for the pooling 

and division of earnings arising from the 

joint operation of any part or parts of 


freight or passenger traffic, or express, 
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telegraph, or other operating activities 

or services; 

(c) joint trackage, running rights, joint 

Ownership, or joint Operating agreements, 

depending upon the nature of the property 

Or services included in any co-operative 

plan; and 

(d) joint or individual highway services, 

or highway and railway services combined, 

in any form. 

Fourth: The progress made under the Act, 
in effecting cooperative arrangements was the subject 
of an investigation lasting about two years and under- 
taken in March, 1938, by a committee appointed by the 
Cenadian Senate: 

"to enquire into and report upon the best means 

of relieving the country from its extremely serious 
railway condition and financial burden consequent 
thereto." 

The minutes of evidénce and the report of 
the Committee are contained in Exhibit 382 of the pro- 
ceedings before the Board in the 21% cAse. 

That Committee found, in short, that the 
recommendations of the Duff Commission had "never, in 


fact, been applied in a practical sense", 
The Committee further found that "there is 


reason to feel that considerable economy can be 
secured from co-operation if it is approached earnestly 


and with a will to accomplish results". 
The Committee found that the facts which had 


been brought to the knowledge of the public as to the 
"Slow progress of co-operative plans to date have had 
@ valuable effect in stimulating both railway systems 


to further efforts in this direction", 
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Looking to the future, the Committee reported 
that it was advised that: 
"a number of important plans for co-operations 
are now under study, including a proposal for 
& complete pooling of all competitive passenger 
train services throughout the country, which offers 
an opportunity for important economies;" 
and the following are extracts from the final paragraph 
of the Committee's Report: 
"in the interest of the railways and of business 
generally .. ,. that further and more serious 
attempts should be made to give effect to the letter 
and the spirit of the Canadian National-Canadian 
FeOtriG Hot, 19335) 5 , + That, in the opinion of 
the committee, offers the only practical course 
looking to the improvement of our present railway 
difficulties," 

The attitude of the Railways and of the Board 
has already been stated. 

It is difficult for anybody outside the 
councils of the railways to advance any definite and 
concrete suggestions as to where and how specific 
me&asures could be taken which would result in reduced 
operating costs through cooperation. Nevertheless, the 
wide divergence between the estimates of responsible 
railway officials and the accomplishments to date clearly 
suggest the necessity of an exhaustive inquiry into this 


phase of the railway problems in Canada. 


The Board, in its judgment in the 21% case, 
did not accept any responsibility for making such an 


inquiry in a general freight rate increase case, All 
attempts by Provincial Counsel to obtain the required 


information by examination of officers of the railways 
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were abortive because of the ruling of the Board, 

We therefore respectfully suggest that this 
Commission should make a Study of this question. The 
purpose of cooperation is, of course, to effect 
economies and to reduce thereby the financial require- 


ments of both railways. It is obvious that the Act 
has not produced the results which were forecast and 


that some method of cooperation must be devised which 
can be enforced so as to bring about the desired results. 

Any amendments to the Railway Act, the 
Maritime Freight Rates Act, 1927 or any other railway 
legislation which is necessary to give effect to the 
submissions herein made should, in our submission, be 
enacted, 

All of which is respectfully submitted. 


F, D, SMITH 


PE ee a ae een en A ee SS 
of Counsel for the Government of 
the Province of Nova Scotia. 
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‘MR. SMITH: If your lordship will observe, 
the first two pages of my submission are of a very 
general nature. I refer to the Report of the Duff 
Commission and to the extraordinary development of rail- 
ways in Canada as set out in detail in that Report. 

I also refer to the extent of capital expenditures which 
were eae during the years 1923 to 1935. Then I relate 
my submissions, first to the problem relating to Nova 
Scotia having regard to what we Submit are the handi- 
caps imposed on our economic life by geography and by 
transportation and by other policies in Canada, including 
trade policies. 

Insofar as the transportation problems are 
concerned, I adopt as my own the passages from the Report 
of the Royal Commission on Maritime Claims, popularly 
known as the Duncan Report, passages which are found 
on Pages 2 to 5 of my Brief. 

You will observe, my lord, that under the 
caption "II. Transportation and Freight Rates" in 
paragraph 7 there is dealt with the question of Maritime 
railways; paragraph 8 relates to the history of the 
Intercolonial Railway; paragraph to the rate structure of 
the Intercolonial Railway} and paragraph 10 to the 
effect of changes in rate structures on the Maritimes. 

Now, these passages from the Duncan Report 
have been referred to on many occasions during the 
Sittings, and it is not my intention to prolong the 
Sittings by reiterating arguments which have been made. 
I do suggest, however, that the msis of our special 
position in the Maritimes is found in the Duncan Report 
and the legislation which was passed as a result of that 


Report, otherwise the Maritime Freight Rates Act. 
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I also refer on Page 5 to the statement 
which is found in the appendix to the Report of the 
Duff Commission in relation to the Intercolonial Railway. 
It is a very short Statement and is practically on all 
fours with the statement contained in the Duncan Report. 
I would: direct your attention to the last passage, the 
last sentence on Page 6 of the quotation from the 


Duff Report, where it is Said:- 


(Page 14626 follows) 
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rae +f todey the Intercolonial forming with 
the Netionel Transcontinental Railway, the esstern 
line of the Cansdisn Netionsal system seems to 
present many of the aspects of commercial failure, 
it should be remembered that its economic defects 
ere to e great extent inseparable from 3 region 
which hed its roots and remains rooted in the 
broader considerations of public policy." 

I then refer to the recommendations on freight 
rates which were made by the Dunesn Commission and I do 
not propose to resd that passege because it has already 
been discussed at great length and both examination-in- 
chief end cross-exemination snd re-examination has taken 
place perticularly with respect to the evidence of Mr. 
Rend Matheson and to the other witnesses who were called 
in the Maritime provinces, 

I refer then on Page 8, my lord, to the 
implementation of the recommendations with respect to 
freight rates by the passage of the Maritime Freight Rates 
Act of 1927, as it was then called. On the revision of 
the Statute it became the Meritime Freight Rates Act, 
Chapter 44, of the Revised Stotutes of Canada, 1927. 

Now, on Page 8, I set out the preamble in the 
original copy and that preamble is an exhibit in the 
present proceedings. I do not remember the number of it. 
In any event, the preamble has been read on several occasions 
end I do not propose to read it now. 

I then direct the attention of the Commission to 
the cases in the Supreme Court of Canada in which the Act 
hes been considered or construed. The Act, I may say, is 
found in Appendix I to the Submission of the Government of 


the Province of New Brunswick. I discussed briefly the 
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provisions of the Act in Pages 9 to 12 inclusive sand I 

do not think it is necessary at this time to again make 
any extended reference to those provisions as by this 

time I think the Act is fairly familisr to this Commission, 

Now, I do make 3 point here st Page 12 of my 
Brief that in addition to the recommendations on freight 
rates as to the broad measure of reduction of approximately 
20 per cent, there were certain other considerations which 
the Commission said should be taken into seccount. I refer 
to the passages on Pages 23 snd 25 contained in Pseragraph 
le of the Duncan Commission and those passages sare set 
out on Pages 12 to 15 of the Submission. 

These passages relate to a Suggestion made by the 
Commission that broader Supervisory powers should be 
conferred upon the Board of Railway Commissioners as it 
then was. This matter has slso been discussed at various 
hearings of this Commission. I must frankly point out that 
this same submission which I om making here was made to the 
Royal Commission on Dominion-Provincisl Relations sand it 
was dealt with at Pages 198 and 199 of Volume II. 

At Page 198 of Volume II of the Recommendations 
in the Sirois Report, the following passages are found: 

"Our attention was also drawn to this matter 

(the matter is the matter of possible enlargement 

of the powers of the Bosrd of Transport Commissioners 
which were referred to also by the Sosksatchewan 
Government )--our attention wes 9lso drawn to this 
matter by the Transportation Commission of the 
Moritime Board of Trade, which strongly urged our 
epproval of the proposition. The recommendation 

of the Duncan Commission, if given effect, would 
have substantially altered the powers of the 


Board of Railway Commissioners. The Railway Commission, 
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it is pointed out in the Report 'does not feel 
under 

itself empowered to pess/its review, when appeals 
ere made to it, the seme wide range of business 
considerations which railway companies themselves 
can take into account in forming a judgment as to 
the extent to which they should develop trade and 
business! while deprecating the view which had been 
vie eaten to them that 'the railways should be 
operated to the advantage of the trader irrespective 
of the financial results to the railway' the Duncan 
Commission goes on to Say 'On the other hend, from 
8 public point of view, in return for the statutory 
and other public privileges which railway compsnies 
enjoy, it may not be unreasonable that there should 
be @ responsible review of their policy (as interpreted 
in their rate structure)in its relation to the natural 
basic products of the country, and the development 
of these products and associated enterprises!., It 
therefore recommended that the Board of Roilway 
Commissioners be Siven power in weighing an application 
involving the considerations suggested -- the 
development of industries through rate adjustments 
to overcome handicaps of Seography and 'such ressonable 
compensstion over 911 as to permit of a certain amount 
of trade development! -- 'to order en accounting 
investigation at their own hand, into the incidence 
of the railway charge on the costs of production of 
the commodity, and its relationship to other costs, 
and to the general trading results of the interest 
involved'", 

Now, here is the finding of the Supreme Court on 


this point: 
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"Such 8 change in the powers ond function of 
the Board of Transport Commissioners would give it 
managing powers of a kind which it has hitherto 
repudiated when urged to exercise them. 
If the Board were given these powers to be 
exercised in the menner Suggested, the Government 
of Canada would Clearly be involved in responsibility 
for the financial consequences to the railways thus 
obliged, perhaps against their own Judgment, to 
adopt policies designed for the development of' 
particular sreas or Special enterprises. The re- 
commendation, in the twelve years that have passed 
Since it was made, has not been implemented, as the 
Submission of the Meritime Trensportation Commission 
points out, by any modification of the Railway Act 
in the direction Suggestion; and we do not feel 
that the public interest would be served were we 
to renew the Suggestion that the power of the Board 
of Transport should be enlarged in these respects," 
Now, my lord, I om repeating before this Commission 
the same argument which was advanced before the Dominion- 
Provincial Conference, I realize that as has been saiq 
on many occasions during the course of these hearings, 
thet it would be impracticable to make the Board of Transport 
Commissioners an "economic planning board", as the phrase 
28, but Iedo Suggest, my lord and gentlemen, that there 
is some room for the conferring of power upon the Board 
under which they could take into consideration matters which it 
has hitherto refused to consider. I do not want to prolong 
my Submission st this time but it is my intention to submit 
an amendment to the Railway Act and, if necessary, to any 
related legislation along the lines which Mr. Matheson has 
Suggested in his brief -- in the brief of the Maritime 


Transportation Commission. 
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THE CHAIRMAN: Now, in thet regerd Mr, Metheson 
told us that he would have smendments Submitted. Are these 
the ones you ore desling with now? 

MR. SMITH: No, these are his original amendments, 
that is, the 6eneral lines of the amendments but I have 
not seen any droft legislation as well. 

. THE CHAIRMAN: Are you talking now of the same 
Subject that he was? 

MR. SMITH: Yes, I am talking on the same Subject, 
my lord. 

THE CHAIRMAN: Because he Said that he would submit 
amendments to us. Are you covering thet same ground? 

MR. SMITH: I am adopting the general lines of 
his emendments, my lord, and this is whet his suggestion 
was. At the foot of Page 80 of the submission: 

"Amendments should be made in the Railway Act and 
related legislation bestowing Specifically on the 
Board wider Supervisory powers making it mandstory 
for it to give due consideration in connection with 
any rate adjustment to -- 

(a) the conditions which at any time prevail 
in industry to the end that commodities 
may move freely;" 

That is a principle that is laid down in the Hoch-Smith 
Resolution that was adopted in the United States some years 
ago and reference will be found to that revision in Bigham's 
work on Transportation Economics et Page 181 end -- 

(b) ‘the effect of rates on the movement of 
traffic by the carrier or carriers for which 
the rates are prescribed'!", 

Thet is taken from Section 15-(A) of the Interstate Commerce 


Commission Act, 
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And then the other matters to which they would 
be directed to give considerstion are the rate relationships 
under which industries have been established and de- 
veloped and the incidence of increases in worsening regions 
economically, That, 3s you may recall, is more or less an 
epitome of the Speech which was made by Mr. Kelly ena 
which is referred to in Appendix B of Volume II of the 
Meritime Transportation Commission, being Exhibit 47. 

Now, I adopt the Suggestions made in that brief 
and pass on to the next point. I refer at Page 15, my 
Lord. too the Judgment of the Supreme Court of Canada in 
the Maritime Freight Rates Act in 1933 at Page 15 of 
my Brief in which the Chief Justice, Speaking for the court 
construed the provisions of Sections 7 and 8 which are very 


important provisions of the Maritime Freight Rates Act. 


(Page 14635 follows) 
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I now come at page 16 to the recommendations 
which were made in the Duncan Report on the oft discussed 
question of horizontal increases, That passage has also 
been referred to on numerous occasions during the hearings 
of this Commission, I propose now to refer merely to the 
passages and to deal with the question in a rather cursory 
manner perhaps when discussing the submissions which I am 
making with respect to horizontal increases. I am just 
using this passage for more ready reference, 

At page 18, Mr. Chairman, I refer to the general 
effect of the Maritime Freight Rates Act. The sources 
of the statements which are contained on pages 18, 19, 20 
and 21 are the report of the investigation of the Royal 
Commission on Economic Welfare which was made in Nova 
Scotia, otherwise known as the Jones Report. It is 
pointed out in the main report made by that commission 
that the Maritime Freight Rates Act reduced the cost of 
sending goods from Nova Scotia outwards but did not reduce 
the cost of conveying goods into Nova Scotia from places 
outside the select territory. 

THE CHAIRMAN: Does your brief take an attitude 
on that question, whether the Act should be extended to 
goods coming in? 

MR. SMITH: No, Mr. Chairman, I am not asking 
for an extension of the Act in so far as inward goods are 
concerned, There is a submission in the latter part of 
my brief, which I will speak to later, which I intend to 
relate to the matter of horizontal increases. It is true 
that in the outline brief which I filed we went further 
than that, but in this submission there are no suggestions 
on my part, apart from argument as to the maintenance of 


arbitraries to which I will refer later. 
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In order to give you more general information as 
to what my brief contains, may I say that you will find on 
pages 18 to 21 references to the Jones Report, and on 
pages 21 to 24 there is some copious quoting from the 
report of the Royal Commission on fom ind on RON eed el 
Relations. The purport of these quotations as to the 
economy of the maritime provinces is summed up at page 23 
in a quotation from Book I of the Sirois Report, page 187, 
reading: 

"The maritimes form the most mature, and the 
most chronically depressed, regional economy in 
Canada." 

Then this very careful report goes on to say at 

page 188, as quoted in my brief at the bottom of page 23 
and on page 24, that: 

"With certain exceptions, such as the specialized 
apple, potato and fox industries" -- 

That was in the days of profit in apples and also in foxes, 
and I am afraid at the present time that we have a rather 
depressed economy with respect to those two industries. 
The quotation continues as follows: 
" .- where Ae einedt standards of quality have 
been developed, and the pulp and paper industry 
where mass production methods can be applied, 
the maritime economy in general labours under 
Gisabilities and they are reflected in a very low 
surplus income. . . National tariff policies 
have probably operated unfavourably in general," 
I wish to be fair in this matter, and it is only true to 
say that the province of Nova Scotia contains a manu- 
facturing locality in the Island of Cape Breton, in the 
county of Pictou, and to some extent in the county of 


Cumberland, but generally, apart from shipping and other 
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allied industries, it is largely an agricultural and 
horticultural industrial locality. The extract from 
the Sirois Report continues: 

"National tariff policies have probably 
operated unfavourably in general, since maritime 
manufacturing industries producing for home con- 
sumption have been exposed to the competition of 
the more advantageously located manufacturing 
industries of central Canada; maritime primary 
industries have been burdened with increased 
costs; and the great shipping, commercial, and 
financial service industries, which bulked so 
large at the time of Confederation, have either 
found it impossible to adapt themselves to changed 
techniques and the framework of national policies 
and survive, or have migrated to Central Canada." 

Then there is a quotation from page 190 of the 

Sirois report reading: 

"At the moment the large capital programs 
of the maritime governments themselves are the 
most important and stimulating governmental 
influences on the economy, but expenditures on 
the current scale cannot be continued indefinitely.” 

Generally I think that is an accurate picture 

of the industrial, economic and agricultural situation in 
the province of Nova Scotia. The first point upon which 
I make submissions is with respect to competitive 
freight rates in central Canada resulting from water 
and motor truck competition, and what the effect of 

these competitive rates is upon the economy of Canada. 
This matter was also discussed quite extensively before 
this Commission, first in the submission made by the 


Transportation Commission of the Maritime Boards of 
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Trade, and also in the evidence of Mr. Rand Matheson. a. 
refer to the passages in the volumes of transcript where 
his evidence is contained as well as to these two sub- 
missions. ft also refer to the report of the Royal 
Commission on Dominion-Provineial Relations at page 193 
where this same point was mentioned, I should like to 
read the paragraph entitled "Submissions on behalf of 
the Maritime Provinces." 

"The other representations made in provincial 
Submissions are illustratinns of the difficulties 
and apparent inequalities that result from the com- 
petition of other forms of transportation with the 
railways. The maritime complaint which we have 
summarized above arises from the unsettlement of 
the relationship, which had been established 
between maritime and central Canadian rates by 
the Maritime Freight Rates Act, through the 
necessity with which the railways were faced of 
either meeting the competition of trucks in the 
central area or abandoning to them a considerable 
Share of their business in that area. This is 
an illustration of the effect which the development 
of trucking competition in particular areas can 
have upon the whole freight rate structure of Canada. 
The effect, if the railways decide to meet the 
competition, is to increase the rate differential 
between various regions thus checking or even 
reversing the present trend toward equalization. 
For the maritime provinces such results are 
especially unfortunate since they affect adversely 
the differentials established by the Maritime Freight 
Rates Act. The remedy suggested in submissions 


made to us on behalf of the maritime provinces is 
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maintenance of the differentials fixed in the case 
of railways no matter what form the competition 
takes or what the consequences to the railway may be; 
but there is recognition of the qifficulty of 
doing this in the absence of some measure of federal 
control over alternative systems of transportation. 
"We find ourselves unable to accept the argument 
that, in the circumstances now existing, a railway 
rate differential in favour of a region must be 
maintained against all forms of competition and 
regardless of the costs of operation. This 
difficulty about the maintenance of these maritime 
rates is a consequence of truck competition and 
it can only be dealt with as part of the wider 
problems of transportation which are discussed in 
the following chapter," 
In the following chapter there is a long dis- 
cussion chiefly of the effects of highway competition. 
I still submit, Mr. Chairman, that by virtue of this 
competition in central Canada the advantages which were 
given by the Maritime Freight Rates Act have been frittered 
away, and that the Act is not as effective as it was 
before such competitive rates were put into effect, 
THE CHAIRMAN: Can you give us any specific case 
of that to which you can point? 
MR. SMITH: Pardon? 
THE CHAIRMAN: Can you give us any specific 
case of such a competitive rate having that effect? 
MR. SMITH: Yes, there were instances given 
in the evidence of Mr. Rand Matheson. . I have no 
evidence and I do not intend to call Mr. Matheson and 
put him on the stand again. I am merely adapting here 


the argument of Mr. Matheson with respect to that 


| Detsbe? 20 owasom once Ye setuede ord at abd? gate) 1 a 


; boisddivi need oved Joh weied segiat ont Lae odd yd oevky - 


| Oiewwate Sit MOOG OF Sita BOY LIB IG brttsk". Sit Se 


<$390Ye Val tue drew Beds avis teeqmen Sdire etoted, " , 

ied OI Mone vee Ro eNEE woe ish a MAMILARD aie ote 2! a 

féniay ao soy netdw oF doit Qo ; 

fachisi (sHTING wa 1 of 

sliicoge Yok aw evin gee ne SAMA AR BH | 

Cathe aber antvad otes ove Lc ogmies Asus to $365 wee 
‘vig Seodedtnt erin use aoY SPINS ge 


ee a 


on . 


4 yotwottip. ond to mold tagesen 8h 


Hoddsltocenesd To smdeye evbtemmeddicl seve Leusoo oo 


Yawitet ¢ .pabteles Wom g@esditanworts” orth, ah tod 
ot Seu sotgod @ to tsiovsy mg Cotenwr saath odes 
bre not ttoqmes be) Atiee? Lhe deateue bonbedetem 7 
STAD ynedkFewege 26 eteoo at Jo vsseLixeges 
“snldives cvotkh to Soqmmodaham ade-dysde ytleoRT VES. 
‘Dete cod Abteaatios Mourid’ Yo sonoupaunes 5 Bt gata 


why ait Ye gan ag dttu theab sd eipo ade 9 
af bagagoats ose soidw acid otucqanatd To sieidony 
" watgetto aniwollo®. ads 
abt a00! sB:°Ol mSAe gedeeris. aekeotiot ated a6 a 


no ketiuqnor yon tel to stole oft to eltetts potease | 
iA} to epgaky “ata ,anortstO wah peindya Linda I 


tew Os*fe- esacdnavbe wld sbaned Lestase «EF no Long eqmaeo 


baw 3) Bp evivuettes ad fod el ton od Sarit hoe ,.Yewes off 


m e¥ate 1 oo. nogeddtan frien i) Fo sansbitve edd ax 
a2 “oenieM on tkeo of thedat den ob F Bar seianane iis 
‘SON sailiqube yletou eT? atege a 


dard o¢ Sheqned Atty asedten | ai 
es st 


S 
ral 


- 14640 - 


Situation, and I have no particular witness to put on 

the stand to prove a particular case. You will recall, 
of course, that there was the So-called potato case 
which was before the Supreme Court in 1936, At that 
time the potato growers of the maritimes were complaining 
of competitive rates which had been put into effect in 
OntaPio. As I read the judgment of the Supreme Court 
of Canada it was held that the applicants did not establish 
that their advantages in rates had been destroyed or 
prejudicially affected, and therefore by virtue of 
Section 8 they could not insist upon the cancellation 

of the competitive rates. 

Mr. Matheson has promised to send to the 
Commission a draft section of the Maritime Freight Rates 
et which will, in my view at least, improve the position 
of the maritimes with respect to this competitive situa- 
tion, and I do not propose to labour the point at this 
time. I adopt the submission and also the form of 
amendment which will be proposed by Mr. Matheson. 

THE CHAIRMAN: You see Section 8 of your Act 
Says that the Board shall not approve or allow any tariff 
which may destroy or prejudicially affect such advantages. 
That is the advantages which it is the intention of the 
Act to confer upon the maritime provinces. 

MR. SMITH: Yes. 

THE CHAIRMAN: In favour of persons or industries 
located elsewhere than in such select territory. J 
think Mr. Matheson told us that Section 8 does not go 
far enough. 

MR. SMITH: That is right. 

THE CHAIRMAN: You say the same thing? 

MR. SMITH: I say the same thing. I point 


out in my brief that: 
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", . .it was held by the Supreme Court of Canada 
that competitive tariffs reducing freight rates 
established outside of the ‘select Verritory!. « « 
are within the contemplation of Section 8 of the 
Act and when such tariffs prejudicially affect 
'the statutory advantages', then 'the Board shall 
not approve nor allow! such tariffs. . ." 

I point out further that the court agreed with 
the Board that the authority of the Board was limited to 
that which is given by or implied in the words "shall 
not approve nor allow any tariffs which may destroy or 
prejudicially affect such advantages." The court 
held that the Board was right in holding that, if rates 
under such a competitive tariff outside the "select 
territory" are found to be such as the Board should not 
approve nor allow , it has authority only to cancel 
such rates, and it has not authority to adjust or vary 
rates by allowing a deduction. They also held, as I 
said, as a question of fact that the applicants had not 
established that the tariffs had prejudicially affected 
the stautory advantages in rates, 

THE CHAIRMAN: If the parties had established 
prejudice would they have been upheld? 

MR. SMITH: The only result which could follow 
would be that the offending rate would be cancelled. 

THE CHAIRMAN: Yes. 

MR. SMITH: That is the only thing that could be 


done. 


THE CHAIRMAN: But the Board could not substitute 


another rate for it. 


MR. SMITH: They could not substitute. 
THE CHAIRMAN: I suppose that would be the 
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ordinary class rate, would it? 

MR. O'DONNELL: The preference would have been 
maintained, whatever it was, 

THE CHAIRMAN: Then the railway could have tried 
again with another rate which might not have prejudiced 
anyone. Do I understand you also have an amendment to 
submit? 

MR. SMITH: No, the amendment that I will submit 
will be identical with the one which will be submitted by 
Mr. Matheson at this point. 

THE CHAIRMAN: (11 right. We shall have a 


short recess. 


-~--Recess. 


(Page 14645 follows) 
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MR. SMITH: Now, my lord, on Pages 29 to 31 
inclusive of my Brief I deal with the question of arbi- 
traries, and T Propose, my lord, to relate this question 
to the matter of horizontal increases, and the adoption 
of the suggestions which are made as to arbitraries I 
propose as one of the methods of relieving the effect 
of horizontal increases. 

THE CHAIRMAN: That is, you are against 
horizontal increases? 

MR. SMITH: I am against horizontal increases. 

MR. FRAWLEY: And he is not alone. 

MR. SMITH: The matter of arbitraries is 
a question which has been been discussed by Mr. Matheson 
both in his Brief and in the evidence which he gave. I 
am also relying upon the information and upon the testi- 
mony which he gave in this connection, but, as I say, I 
propose to relate that question to the question of 
horizontal increase. 

Now, at Page 32 I begin the discussion with 
respect to horizontal increases. I don't propose, my 
lord, to read all the passages in my submission with 
respect to horizontal increases. It is a matter which 
has been discussed at considerable length already, and 
your Commission is quite familiar with the points involved 
in the question. 

It is by no means a new question. It has 
been raised on many occasions in the United States and 
it has also been discussed in some cases in Canada. 

AS your lordship is aware, the question was raised both 


in the 21 Parcent. Case and the 20 Percent. Case; and in 


the Judgment ,in the 1948 Judgment as well as in the review 
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of that Judgment in the 1949 Judgment, it was decided 
that the matter of horizontal percentage increases was 
not to be taken into consideration in respect of either 
the 21 percent. increase or the 8 percent. increase, 
although there was a reference - - 

THE CHAIRMAN: Pardon me, what do you mean 
by "was not to be taken into consideration"? 

MR. SMITH: That in taking into eonsideration 
the amount of money that was required to give relief to 
the railways it was decided that the method which would 
be adopted, except with respect to coal and coke, would 
be a straight percentage increase of 20 percent. 

THE CHAIRMAN: Yes, but would be horizontal. 

MR. SMITH: Would be a horizontal increase. 
They did not in other words accede to the argument which 
was advanced by the provinces that in those cases which 
were revenue cases there would be any exceptions to the 
Straight horizontal increase other than the ones which 
were asked for in the application filed by the railways. 

MR. EVANS: Would my friend permit me? [I 
think it is only fair - - 

THE CHAIRMAN: Would you please speak up? 
From where you are there is a chasm between us. 

MR. EVANS: I think it is only fair that my 
friend should not leave the record as he has done. He 
rather suggested that the Board had ignored this question 
of horizontal increases. 

MR. SMITH: Well, I really had no intention 
of doing that. 

MR. EVANS: I am sure you did not. 

THE CHAIRMAN: That is what I thought, but I 


think Mr. Smith made it clear. 
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MR. SMITH: I think that appears from my Brief 
at Page 33 where in the Judgment of the Chief Commissioner 
he says:- 

"Upon consideration of the whole situation 

I think that in this case the general increase 

in freight rates should apply equally 

throughout the country." 

MR. EVANS: Yes, but he also deals (and I 
don't want to argue this at length) he also deals with 
the question at Page 65 in the 2] Percent. Judgment, and 
he suggests there that in the case of individual prejudice 
the Board would proceed. 

MR. SMITH: I have the whole - - 

MR. EVANS: Yes, and I want to say in 
addition that on Page 1l of the 1949 Judgment, that is 
in the so-called 8 percent. interim increase case, the 
reference there is to the Order-in-council under which 
the Board is to hold a general inquiry, and that is one 
of the matters that the Board intends to deal with in the 


general inquiry. 


(Page 14648 follows) 


)  Baaw ie EE ge S obi sired os (Seater men ih oY 
g dont ee ri goo yeaah ed ee srg etd: set verte be eget te 
ine cere aaa 
Racine te: ose. ots te ab Pere b tahoe nigt ok ee 


, oS Sey x ‘ ‘ a 2 = “A # G~ | : 
cponesy wif sey ata? at dane re es | 


i Bidide sefen’ HELA ne 


sel aor ps 
Tis FO sry aha! 
Me wo” j 


" WAR OS ori ybesetoetoerelit a | 


fant) dee obtt crf Wee .o renee Lim 


aes 


KOK diadeb onde’ at (tituno dS te: Bet! aoedte co? fnew 2" nob 


Ack ode BUT -Daetet Cc: ot ad Co eget Ts aolyeeup Sar 


ad iatiany Papeete (~ send out mt sen? ene sdeesave od | 
| isassueg Bisow brsadl sd 
} , “+ 
=P atsew ot! coved! FE SHRING LAM 
sit gad oo danw ft dae ost rae q 
ce gent oe Gihoe oat! to FE oge%. ao tedy avisiiibhe 
cay jokes SURONeEY givedal .tresteq S fis iifes—we ody st af 
ace cones {Fonds iioyuird off Gr SF erect} somereen 
| ons 08 S888 Bais Leehepets istsaey & iat oF 2 ecole ott 
ii Of MAY ise OF abintsdaet Gio ad? sets wnseeha ett Be 
) vitaeat Lovenes 
| 
; 
: 
| 


=e 


HH 


~ 14648 - 


MR. SMITH: What I am trying to avoid is any 
repetition; and if I have made any erroneous statement, 
I have done so unwittingly. 

I would point out that at page 33 the passages 
from the judgment to which Mr. Evans has referred are 
to be found; that is, the whole statement made in the 
judgment of the Chief Commissioner is set out; that is, 
in the 21 per cent case, 

THE CHAIRMAN: I suppose that the increase 
provided for in the 2l per cent case was intended to 
produce about 4a certain amount of revenuc for the year 
in excess of what had been produced in previous years; 
and in doing that, they adopted a horizontal method. 

I presume you have another method which you 
say ought to be substituted for the horizontal method, 
and which you say would produce the same result in 
revenue. 

MR. SMITH: That is right. The railways are 
entitled to the money and they must get it by one method 
or by a combination of methods. 

THE CHAIRMAN: We shall expect you to set 
out the method. 

MR. SMITH: I propose to deal with this 
matter of necessity. I think it has to be dealt with 
rather generally. 

THE CHAIRMAN: Yes. 

MR. SMITH: Now, I would point out that the 
Board was asked, in the 21 per cent case, at page 34, 
that if it decided that a 20 per cent increase should 
be granted, to establish in the case of goods purchased 
from a manufacturer in the Maritine Provinces for 
shipment: by rail to the central provinces or other 


parts of Canada, the principle of limitbng the 
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percentage increase to a flat maximum amount or some 
Other method whith would have the effect of lessening 
& percentage increase or alternatively restricting the 
increase to a reduced percentage on long haul traffic 
exceeding 350 miles or more, from the "select terri- 
tory." 

I would point out that the Board did not accede 
to the argument; and I suggest that if it is a true con- 
struction, section 8 of the Maritime Freight Rates Act 
does not protect the persons and industries in the 
Maritime Provinces from a straight percentage increase 
in freight rates, and it should be amended, and I propose 
to move in that regard. 

I take the same position as that taken by 
Mr, L. A. Forsyth in his evidence in which he said, 
tn Volume 29, page 5600: 

"In other words, if the Board of Transport 
Commissioners are correct in their view the 
horizontal increase does not violate the pro- 
hibitions of the Act then something ought to be 
done to change that view, ..." 

That is rather cryptically put in Mr. Forsyth's 


inimitable style. 


It was also argued by counsel in the 21 per 
cent case that apart from the provisions of the 
Maritime Freight Rates Act, the Board, as well as the 
Interstate Commerce Commission, in percentage cases 
in the United States, have repeatedly taken into con- 
sideration evidence as to the effects of proposed 
freight rate increases on established industries, and 
that they have either denied or prescribed exceptions 


to rate proposals submitted by the carriers from time 


to time. 
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I also refer to arguments made in this case, 
and I propose at this time to refer to some late c&ses 
in the I.C.C. in which the question is discussed, and 
which I think throw some light upon the subject. 

The first case to which I refer is that of 
Ex Parte 166, 

THE CHAIRMAN: Is that in your brief? 

MR. SMITH: No, it is not, my lord. Ex Parte 
166 Increased Freight Rates. It was decided on 
July 27, 1948, and it is reported in 270 I.C.C. 403, 
at pages 452 to 455, Perhaps I had better read a 
passage: 

"As already appears in this report, extensive 

hearings were conducted throughout the country. . ." 
That also was &@ revenue case, and as already pointed 
out to this Board, there is provision in the relevant 


statute that revenue cases be given priority. 


"As already appears in this report, extensive 

hearings were conducted throughout the country at 

which appeared many interests, governmental and 

private carriers of different types and shippers, 

Some supported the petition, others were in complete 

Opposicion, and many, while giving qualified support 

to the purposes of the petition, were in opposition 

as related to the form of increases proposed or 

of the amount with respect to particular commodities." 
You see, there are two ways of forming an increase, 
from the amount, with respect to the particular com- 
modity, @ percentage increase, or 4n amount. The 
situation is identical with that presented in the 
Increased Rates, 1920, 58 I1.C.C., page 2e0; pages 
243-4, where it was said: 

"Many shippers have directed their testimony 
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and argument principally to the method of 
increasing the rates rather than to the amount 

of the increases. Shippers are far from unanimous 
in their views and may be divided into three 
groups: (e) those who seek the preservation of 


existing relationships and differentials either by 


. Specific or flat increases or by applying the 


percentage increase to base rates and employing 
in connection therewith differentials from and to 
other points; (b) those who advocate a percentage 
advance in all instances, contending that dif- 
ferentials should increase in the same ratio as 
all other rates and charges; and (c) those who 
advocate a percentage increase with a maximum." 
is the quotation from the old case. 

"In this case, as in all the general rate 
increase proceedings that have preceded it, there 
has been a few disagreements between long haul 
shippers and those who are closer to their markets. 
As we pointed out in the case last cited, page 
244, there are many competitive situations where 
no recognized differential relation of rates has 
been established, but where, nevertheless, rates 
have been made to reflect competitive conditions, 
and such situations greatly outnumber those in 
which fixed relations have been established. The 
application of a percentage increase to both 
long and short haul competing shipments results 
in widening the amount of the difference between 
the rates, often to such an extent as to exclude 
the long-haul shipper from the common market or 
compel him to reduce his prices so that he has 


no profit. Carriers transporting for long haul 
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shippers are also concerned with the maintenance 
of fixed differentials or differences, or at 
least in preventing increasing them to such an 
extent as to stifle competition and movement. 
Contrarywise, shippers located so that their 
traffic moves shorter distances, pay or absorb 

a@ lower bssic rate, and are subjected to a lesser 
amount of increase if the same percentage is 
applied to their rates as to the rates charged 
the competing long-haul shippers. This advantage 
they consider as justly due to their geographical 
situation and as properly to be insisted upon by 
them, 

In resolving this conflict, both the carriers 
and the regulatory commission must have regard to 
the effect of the manner of increase upon the 
movement of traffic. This is practical considera- 
tion for carriers that are dependent upon tonnage 
for revenue, and it is emphasized by statute as a 
matter for the commission to take into account." 

That reference is to section 15-A of the Interstate 
Commerce Commission Act, 

"In this proceeding it is shown tkat the 
petitioners in formulating their proposals decided 
upon a combination of percentage increases, 
adjusted to regioral needs, with certain maximum 
limits to preserve traffic and lessen the 
unfavourable effect upon existing commercial 
relations, and in some cases stated flat amounts 
of increases. They undertook, as their judgment 
indicated, the maintenance of the largest amount 
of traffic possible for their lines, as against 


competitive interests or the loss of traffic or 
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substitution of tonnage. The system of making 
increases devised was generally similar to that 
employed by us in certain previous general rate 
proceedings, 

As already stated, a great amount of testimony 
was taken with respect to the general questions of 
the amount of the increases and as to how the 
amount should be spread sectionally, and also as 
to how any increases should be made upon the 
individual commodities or groups of commodities, 
Some of this testimony was in much detail. In 
Other instances it was obviously much condensed, 
either because of the nature of the proceeding 
or the pressure of time for preparation and 
presentation, or for both reasons. While the 
situation, rate, industrial, and commercial, was 
as to some commodities stated rather fully, many 
important adjustments were treated fragmentarily 
or without the presence of opposing or competing 
commercial rivals, In order to expedite the 
proceedings, the carriers generally abstained from 
cross-examination and made little attempt to rebut 
testimony which bore directly upon relatively 
minute parts of their proposals, so we do not know 
their position 4s to much that went in unchallenged. 

The consequence is that while we have a 
voluminous record, careful inspection shows it is 
not at present desirable to attempt to convert 
this proceeding into 4@ general investigation of 
the justness and reasonableness and the none 
preferential and non-prejudicial character of 
the whole rate structures of the United States 


applicable to numerous individual commodities. " 
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And omitting the balance of that paragraph, I read: 
"There are many commercial relations which 
the adjustments already allowed by us or proposed 
by the carriers would necessarily disturb 
temporarily, but which would be capable of cor- 
rection within a reasonable time. There are also 
7 other situations where the allowance of any 
increases of substantial Size must disturb pre- 
existing relations beyond the possibility of 
remedial correction so as to maintain the former 


competitive status." 


(Page 14663 follows) 
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Now, this is the point end it is 5 point I wish 
to make, that there should be shown on the part of the 
petitioners and on the part of the carriers sa willingness 
to do the things which sre mentioned here which, I submit 
with respect, hes not been shown by the carriers in Canada: 

"We have the assurance of the petitioners of 

their intention to provide by voluntary discussion 

and co-operetion with the shippers and representatives 
of markets, to devise and endeavour to put into 

effect such measures as will restore former com- 


petitive relations 3s completely as possible, 


We expect full and prompt compliance with these 
representations in the spirit of the proceedings. 

| Restoration of trade relations should not be made 
an excuse for further increasing revenues or 
of bettering the competitive situation of the 
carriers. As in previous cases of this character, 
we tender the good offices of our staff in ne- 
gotistions or sdvice as to technical features. 
Further, the remedies provided by the Act in the 
way of petitions for modification of our findings, 
complaints, seeking reparation, and petitions or 
complaints for re-adjustments or for further 
relief will be available." 

THE CHAIRMAN: Mr. Smith, what is meant there 


by "competitive relations"? Is that between two railways? 


MR. SMITH: I think also between merkets too. 

THE CHAIRMAN: That is whot I wanted to ask you. 

MR. SMITH: I think it means both market 
competition end railway competition. 

THE CHAIRMAN: You mean market competition as 


between shippers from different points? 
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MR. SMITH: That is right. 

THE CHAIRMAN: Thot is one thing? 

MR. SMITH: Yes sir. 

MR. EVANS: I was just going to perhaps help 
your lordship. The Board in the 21 per cent Case in its 
Judgment deals at Page 57 and one or two pages following, 
with what is termed there "so-called competitive rate 
relationships" and it Says what the provinces contended 
were competitive rate relationships. 

THE CHAIRMAN: What Judgment is that? 

MR. EVANS: That is the Judgment of the Board of 
Transport Commissioners in the eb per dent Case. at Page 57 
where it reviews contentions as to what constitute rate 
relationships of the kind that perhaps your lordship had 
in mind and it Specifically holds that these rate comparisons 
that were put forward as establishing these relationships 
were in effect not competitive rate relationships. It says 
at the conclusion of that little peragraph on Page 58: 

"These rate differences as stated resulted from the 
rate increases and reductions made and certainly 
connot be properly described as competitive rate 
relationships." 

COMMISSIONER INNIS: Whst date is that document 
you are reading from, Mr. Smith? 

MR. SMITH: The first Judgment which I have read 
is dated July 27, 1948, 

COMMISSIONER INNIS: Do you know how the 
railroads carry out the proposals suggested? 

MR. SMITH: I was going to read the following 
Judgment in August 1949, last yeer. 

THE CHAIRMAN: We wil‘l have to be very careful 
when we run across these words "competition" and "competitive". 


Especially in the United Staters there would be great competition 
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among different lines of railway to get the Cerriage of 
goods to 3 certain market. That is one kind of competition, 
Another kind is the competition between Shippers located 
at different points who wish to arrive at the same common 
market. We will have to be careful as we proceed, not to 
get confused, 

MR. SMITH: I om not endeavouring to confuse the 
issue. 

THE CHAIRMAN: I know you ere not. 

MR. SMITH: But it is my submission that a 
careful reading of the passages which I have read discloses 
that they sre referring to merket conditions, relationships © 
that are established as between different industries in 
a competitive position -- not the two railways. That is my 
reading at least, 

THE CHAIRMAN: Well eos you read it to me I thought 
it meant the other kind, competition between two different 


railways. 


MR. SMITH: My submission is this, Mr. Commissioner 


Innis asked me if there were any further decisions of the 
Interstate Commerce Commission sand I now propose to give a 
reference to the last Judgment which hss been reported, 
namely Ex Parte 168 which was decided on August 2, 1949, 
énd which is reported in ie 0 0 8G Page 9, 
First, I would refer to Page 17 of that Judgment 
Where it is said: 
"With very few exceptions, the attitude of 
the shippers and public bodies eppesring as 
protestants is one of forceful opposition to any 
further increase in freight rates and charges and 
many esk for the withdrawal and cancellation of 
the interim increases authorized in this proceeding. 


In general, their positionsshow the diversity of 
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interests, born out of competitive reletions 
between localities and also as between commodities -" 

That clearly Shows, I submit, that it is market 

competition, 

COMMISSIONER INNIS: They did not get very much 

co-operation? 

MR. SMITH: I was going to read what they 

said, Mr. Commissioner Innis: 

", . . that have characterized every general 
rate increase case -- magnified in intensity here 
as the cumulative effects of previous incresses 
and the present proposals are felt more sharply. 

We need not detail these conflicting contentions, 
as their pattern is familiar." 
And then reference is made to the earlier case of 58 
I.C.C, and to Increased Freight Rotes 1947 and at Page 
111 (it is e fairly long Judgment) which desls with 
conclusions, it is said: 

"For reasons already stated we consider it 
necessary, in carrying out our duties under Sections 
15 (a) (2) of the Interstate Commerce Act, in the 
light of the direction of the national transportation 
policy of Congress," 

And one of those directions is that revenue cases be given 
prierity . 

"now to permit further increases in rates and 
charges to be filed and to become effective without 
Suspension, at an early date. We are mindful of 
the showing made by protestants es to various rate 
adjustments, as adverted to in this report, and it 
is to be understood that our conclusi.on and the 


findings which follow will be without prejudice 
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to subsequent examination of the reasonableness 
and lawfulness of any particular rate or rate 
Structure increased as herein authorized. Further, 
with respect to this phase of the proceeding, what 
we said in Increased Freight Rates 1947 (that is 
the case I quoted)", 
And then they go on to say, and this I would like to em- 
phasize: 

"We may add that, as the petitioning carriers 
have the burden of initiating and maintaining rates 
that comply with the Act the burden is on them 
in good faith and with all possible promptness 
and in a spirit of co-operation to devise sand 
Suggest for the consideration of the Shipping 
public the rates which in their judgment will 
correct malajustments." 

COMMISSIONER INNIS: That is pretty much a 

repetition? 

MR. SMITH: Yes, they reiterste that position. 

I would perhaps on the matter say this, as a result of 

my reading of the cases,thsat where the rate increase 

or percentage is 3 comparatively low increase, comparatively 
Small increase, there has not been the same provision of 
exceptions as where there is 3 higher increase.But I do 
Submit that the practice has now grown in the United States 
of prescribing 9 large list of exceptions, while apperently 
in Canada the exceptions, as is instanced in the decisions 
in these two rate cases which have just been decided, 

are extremely limited,and in previous ceases there were 
other commodities which were excepted from the rate 
increases. But I suggest thet is the situation. 

Now, in this connection there was, I think, a 


valuable discussion during the « ewamination of Mr. Forsyth 
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by Mr. Covert in Montreal as to what method could be 
adopted with respect to relieving from the effect of 
horizontal increases, 
I refer, my lord, to the evidence in Volume 
29, Page 5605: 
"I do not know upon whom the burden of proof 
Lay is" 
Well, at least in this last judgment of the Interstate 
Commerce Commission they say the burden lies on the 
railways: 
"put it seems to me that if the railwsys were 
before this Boara asking for increased revenue 
and somebody said: you can get it, but you should 
not get it by a horizontal increase; if the 
Board of Transport*Commissioners thought that 
Some traffic statistics were necessary in order 
for them to determine whether, as a matter of fact, 
not merely as sa matter of opinion, the only 
workable and practical method was the horizontal 
inerease, then Somebody should have been asked to 
produce those statistics and get them before the 
Board, 
MR. COVERT: Q. Do you suggest it should 
be the railways in thot case because they are 
asking for it? 
A AE Suppose, ultimately the railways ere the 
people who would have to furnish it, because they 
are the only people who would hawe it. 


Then I just want, in connection with that, to 


refer the Board -- I am not going to read all this -- 


but I went to refer this Commission -- I said to 


Page 51, but I beg your pardon; I mean Page 52, where, 
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et the bottom of the page, there is a discussion 
of rates to assist to develop industry. I think 
if we go right over them we will find there are 
8 great meny Judgments of the Bosrd which sere 
recited, --" 
Perhaps that is getting away from the matter. I will now 
read a question which Mr. Covert puts at Page 5606: 
| "@e I think, Mr, Forsyth, that they have the 
power. There is no question that they have the 
power to give specific increases and to deal with 
them. I. think they did that in the Eastern Rates 
Case in 1916 but my understanding of this last case 
is that it was regarded as an urgent revenue case 
and that the money was needed quickly," 
Then Mr. Covert asked: 
"Would it be a fair Suggestion to carry out what 
Seems to be your ides, that perhaps they could 
have granted, let us Soy, the 21 pr cent figure 
for a definite fixed time, until the railways should 
come in and say: Experience has shown us thet such- 
and-such rates should be changed. Is that what 
you have in mind? 

A. What I had in mind wes, of course, the 
railways must have revenue. We cannot expect them 
to operate without it; and whet I had in nitnd that 
rather than commit themselves to a policy of an 
increase that had certainly been disapproved by many 
authoratative bodies, it might have been better if 
they had adopted some temporary means such as you 
suggest .. ." 

I do not quite sgree with this: 


ny. . and ordered 5 higher Yate of increase than 
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I do not think that that quite necessarily follows: 
"yal “POP ar definite limited period of time, 
snd to say to the railways: You will be coming 
back to us at the end of that time with infor- 
motion. 
For instance, these traffic Statistics, which, 
apparently, they never got, you will bring those 
back to us and we will See what the effect of 
@ horizontal increase is going to be. Give us Some 
Statistics in which we cen appreciate that situation," 
Now, I think thet is closely in line with what 
Was Suggested by the Interstate Commerce Commission. 
THE CHAIRMAN: I think you should develop that 


to-morrow morning, Mr. Smith, 


---At 4.45 p.m. the Commission adjourned until tomorrow, 


Thursday, February 9, 1950, at 10:30 o'clock reat 
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Ottawa, Ontario, 
Thursday, February 9, 1950. 


MORNING SESSION 

THE CHAIRMAN: Very well, Mr, Smith. 

MR. SMITH: My lord, when the Commission 
adjourned yesterday, I was dealing with the matter of 
horizontal increases, and my last reference was with 
respect to the evidence given by Mr. Forsyth in 
Montreal, 

I had previously referred to the late 
decisions of the Interstate Commerce Commission with 
reference to the methods which had been adopted to 
alleviate or to afford relief against the effect of 
horizontal increases, 

It is, I think, fair to say that various 
methods have been used, For instance, upon reference 
to some of the decisions of the Interstate Commerce 
Commission, it will be found that, in certain cases, 
where there is & horizontal increase, certain com- 
modities took a lesser increase, 

For instance, in the case known as Ex Parte 
123, which is reported in Volume 266 I,C.C. at page 41, 
there was a general increase of 10 per cent authorized 
with some exceptions. But there was a specific group 
of commodities, including agricultural products, on 
which the increase was 5 per cent. 

THE CHAIRMAN: What is that? 

MR. SMITH: On which the increase was 


only 5 per cent. 


THE CHAIRMAN: Wes it still horizontally 


applied? 
MR, SMITH: It w@s still horizontally applied, 


yes. That is @ case where they used a lesser horizontal 


increase in respect of certain commodities. 
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THE CHAIRMAN: But it 1s still horizontally 
applied? 

MR, SMITH: Yes, it is still horizontally 
applied; but the impact of the horizontal increase is 
not as great because it is lessened by the lower 
amount, In other cases they adopted a flat increase 
in certain commodities instead of a horizontal increase. 

| THE CHAIRMAN: Is that not the case with 
respect to coal in Cenada? 

MR. SMITH: That is what was done in the 
present application before the Board, 

THE CHAIRMAN: Does that system appear to 
you to be & reasonable and convenient one, and better 
than the horizontal? 

MR. SMITH: Yes, 

THE CHAIRMAN: I ask you that because you 
will remember that in Saskatchewan we received protests 
from a number of the coal producers that these increases 
hed prejudiced them in the markets. 

MR, SMITH: No, 

THE CHAIRMAN: In favour of their more 
distant competitors in Alberta getting, let us say, 
into the Winnipeg market. 

MR. SMITH: I am looking at it from the other 
aspect, perhaps, my lord, from the aspect of the 
distant producers, 

MR. O'DONNELL: It all depends upon whose 
ox is gored. 

MR. SMITH: However -- 

THE CHAIRMAN: The question is, that if you 
are to recommend the abolition of the horizontal 
devise another which would produce 


system, you must 


the same results and which would be fairer on the 
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whole to the shipping public than a horizontal. 

MR, SMITH: I shall not go so far as to 
advocate the abolition of the horizontal increase in 
its entirety. But what I am Submitting is: that 
there are cemtain commodities and certain shippers, 
and those certain shippers have to be given relief 
against the effect of a horizontal increase, partic- 
ularly with respect to long haul traffic, and with 
basic commodities, including foodstuffs; and I think 
that has been the endeavour of the Interstate Com- 
merce Commission, to alleviate against the results of 
the horizontal increase. 

It is quite true, my lord, that the money 
must be found in some way. But it is a matter of the 
distribution, how the increase is borne, and I think 

the broad principle that rates must be just and 
reasonable, If the railways are to get an increase, 
then the increase must be so distributed that the 
results are just and reasonable to shippers all over 
Canada, 

It 1s a matter of the distribution of the 
increase that bears heavily upon the shippers and 
producers in the extremities of Canada, and partic- 
ularly with reference to basic commodities, 

I was just endeavouring this morning to 
point out what I have suggested would be & measure 
of that protection so that the rates would be just 
@nd reasonable, by referring to the practices which 
have been adopted in the United States, where the 
matter has been discussed for many, many years, 
as is indicated by the judgments from which I read. 

THE CHAIRMAN: You mean a system of 


charging less on certain commodities? 
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MR, SMITH: Yes, my lord, 

THE CHAIRMAN: But that does not remove the 
discrimination of which the localities complain? 

MR. SMITH: Yes, my lord, I submit that it 
does, where there is an effective increase. For 
instance, if we adopt Mr, Forsyth's suggestion in con- 
nection with the shipment of steel from Sydney to 
points in central Canada, that the horizontal increase 
shall not affect the relationship which existed. 

THE CHAIRMAN: That is, it would not give 
relief to the grievance expressed by simply saying: 
Your increase will remain horizontal, but it will be 
less than that provided, 

MR, SMITH: Perhaps I may have confused your 
lordship. I was not suggesting that. I was just 
dealing with the question of the particular effect of 
horizontal increases; and I pointed out that in the 
United States there were various methods which had 
been adopted. 

In the case to which I just referred, it was 
&@ lesser horizontal increase, That was one method 
which was dealt with. 

In later decisions, they adopted other 
methods, as in the case of coal in this present case, 
There was a specific amount, rather than a horizontal 
increase, 

Perhaps I had just better refer your lordship 
to that case. I do not want to prolong the dis- 
cussion, because the cases have, I think, to be read 
in the light of the circumstances. 

I referred to the decision in Ex Parte 123, 


That was followed by @ decision in Ex Parte 148, in 


which there was an increase, 
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THE CHAIRMAN: Where is that case reported? 

MR. SMITH: It is reported in Volume 248 
eee Sts) eee hy 255. Teo Ep. 357, and also in 256 
I.C.C, 502, And in that case the same practice was 
adopted as in the earlier case to which I referred. 
There was an increase of 6 per Cent, & general increase 
of 6 per cent, with certain exceptions and on certain 
basic commodities the increase was only 3 per cent. 

Now, the next case in which the question of 
the horizontal increase was raised was Ex Parte 162, 
which case is reported in 264 1.0.c, 695, and again 
aL 266 1/0.C, 537, ‘and again at 268 I.C.C. 169 and 
Boao ki, LES, 

In that case the applicant railways made 
themselves @ large number of exceptions from the 
general increase; and that case has been referred to 
already in the evidence of Mr, Forsyth, where he sug- 
gested -- 

THE CHAIRMAN: Did they all show the same 
result with the horizontal increase which was made 
less on certain commodities? 

MR. SMITH: Yes. 

THE CHAIRMAN: That does not give relief 
to the point at all. The point is that all competition 
between localities such as in the case of the steel 
manufacturers who appeared before us, or in the case 
of the potato shippers, it does not matter how low 
you make the increase because, if it is horizontal 
then, those who are further away from the market say 
that the limitation handicaps them. 

MR. SMITH: There are two conditions, I 
think, which enter into the question. There is the 


Question of distance and the question of the commodity 
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itself; and I submit that the tendency of the American 


decisions and of the American practice is to relieve 
against the effect of the horizontal increases first 
on the long haul traffic as against the short haul 
traffic; and Secondly, in respect of certain basic 
commodities, such as tron ore and agricultural 
products of all kinds. 

| COMMISSIONER ANGUS: Is there a difference 
between charging a lower rate on the initiative of 
the railways, possibly because they feel that the 
traffic would not bear a higher rate? That would be 
something within their own commercial interest? 

MR. SMITH: There is an element of how much 


the traffic will bear, Commissioner Angus. 


(Page 14681 follows) 
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COMMISSIONER ANGUS: The difference between 
that and the concession made in order to go easy on 
an industry in a precarious position. There is an 
overlap between the two. | 

MR. SMITH: There is, as you point out, Dr. 
Angus, the matter of the interest of the railways 
themselves, but that is a matter for them to consider 
whether there will be a decline in revenue, if they 
raise the rates to such a point where the traffic 
will be reduced and the net result will be a loss to 
the railways. That is a matter for their own protection. 
The consider that, but there is over and above that 
also the interest of the Shipper and the producer 
which the Commission, particularly in the United 
States, has built up a practice of protecting. 

COMMISSIONER ANGUS: I understand that 
Mr. Smith. My question is really this -If the 
initiative comes from the railways in asking for a 
lower increase on some commodities than on others, 
is it a natural inference that that is because it 
is in their commercial interest? 

MR. SMITH: Well, I suppose self-interest 
is perhaps one of the motivating influences, but also 
I think the railways realize there is a duty upon 
them. As I understand it the Commission impressed 
that upon the railways in the judgment to which I 
referred, that it is essential that rates be just 
and reasonable to everybody concerned apart from any 
question of revenue to the railways. 

For instance, answering the point which has 
been suggested to me by the Chairman, there are 


numerous instances where there has been granted a 
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percentage increase subject to a maximum of so 
many cents. For example, in the oeha feitian fruit 
from California and Florida, they are kept on a 
relative basis. 

THE CHAIRMAN: Relative as between localities 
or as between prices, or what? 

MR. SMITH: It would be between localities, 
to keep the California fruit growers and the Florida 
fruit growers on a parity. 

THE CHAIRMAN: What case was that? 

MR. SMITH: I think that if your lordship 
refers to the cases, in nearly every case from 16 
down that practice has been adopted. I think I can 
find 162. I will give you that reference in a 
moment, my lord. For instance, my lord, in the case 
of Ex parte 162 reported in 266 I.C.C. 173 at page 
619. 

THE CHAIRMAN: It goes over from 173 to 
619 2 

MR. O'DONNELL: 537, 266 - 537 at 619. 

MR. SMITH: At page 537. 

THE CHAIRMAN: At? 

MR. SMITH: At 619, there is an increase 
of 15% allowed on products of agriculture, and at 
page 620 on citrus fruits and other fruits and 
vegetables subject to a maximum of 13 cents per 
hundred pounds. So that is the effect of putting 
the California and the Florida producers on a parity. 
That was the object of that and that I. think has 
been followed. 


MR. EVANS: Not on a parity. 
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MR. SMITH: Not exactly on a parity, but 
on a comparitive parity, if I may put it that way, 
in a position in which they can compete with each other. 

Now, it will be found in the decisions. to 
which I have referred, that that practice has been 
adopted and I don't propose now to elaborate on that 
branch of the argument. I have been endeavouring to 
put some constructive Suggestion before your lordship 
and gentlemen because I realize that just saying 
horizontal increases are bad in themselves does not 
advance the situation very far if I cannot Suggest 
some sort of remedy. My suggestion is that the whole 
question of horizontal increases needs to be thoroughly 
Studied, and that there should be a declaration of 
policy embodied in the Railway Act with respect to 
the question of horizontal increases, so that the 
Board has a compass, so to speak, to assist them to 
steer through the rather complicated situation which 
arises when a horizontal increase is effected and 
as a result rates are effected which are not just and 
reasonable to many shippers and many producers, 
particularly to those who have to rely upon long haul 
and also who deal in basic commodities. 

THE CHAIRMAN: The Board is not lacking in 
power now. 

MR. SMITH: No, the Board is not lacking the 
power now, but the Board has not considered the 
matter in the various judgments to which I have 
referred, in the recent judgments, perhaps because 
they have not had time, perhaps because they have not 


the available statistics, they have not the available 
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information apparently. It is my submission that the 
practice which has been adopted in the United States 
Should be followed and that not Only should the Board 

be making a study of the impact, a constant study - - 
and apparently that has been undergone in the United 
States for many years and they are gathering up informa- 
tion and statistics and the railways are co-operating 
and also supplying this information, and as a result 
there is a large body of information which apparently 

is not available in Canada on this question. 

COMMISSIONER ANGUS: Did the provincial 
governments take this position in the 21 Percent. Case, 
I mean, did they produce a list of commodities and 
say : "We would like you to establish maxima for these 
even if it means that the general*percentage will go 
higher"? 

MR. SMITH: There were no specific suggestions 
made as to specific rates on particular commodities. 
The evidence was perhaps rather of a general nature. 
There was much said about the effect of a horizontal 
increase upon the industry generally, particularly 
industries in the provinces in the extremities of 
Canada, and certainly there were hearings throughout 
the provinces. I was not in the 21 Percent. Case , 
but as my recollection goes, there were certain 
witnesses called who gave evidence that horizontal 
increases would have a prejudicial effect upon their 
business; but I don't think, answering your question 
directly, Dr. Angus, that they made any specific 
Suggestion as to the remedy. 

COMMISSIONER ANGUS: Apart from a specific 


suggestion, did the provincestake the position that 
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"we think the Board should accede to this type of 
request and, if necessary,make the increase in other 
rates greater". 

MR. SMITH: Well, of course, the provinces 
rather strenuously opposed a general increase. 

MR. O'DONNELL: Said there was no need. 

MR. SMITH: That was the position they took, 
but I think the alternative position they took, if I may 
put the case for the Provinces at a time when I was 
not there, they said that if there is to be an increase 
it should not be an increase which will bear pre judicially 
upon our industry and our producers. Perhaps Mr. Frawley, 
who was present, can speak with better authority. 

THE CHAIRMAN: Having regard to what, to 
their distance from their markets? 

MR. SMITH: Due to their distance from the 
market, yes. 

MR. FRAWLEY: I think, sir, in a brief word 
I can reply to Mr. Commissioner Angus, because I did 
take some time to deal with the question of horizontal 
increases in my argument in the 21 Percent. Case. My 
position very simply was, first, assuming there must be 
an increase of some kind, that it must be realized in 
the following fashion. First, that the competitive 
rates must be thoroughly overhauled and increased and 
as many dollars as possible obtained from the increase 
in competitive rates. Then there must be an increase 
in the level of rates in Eastern Canada to bring them 
up to the level of rates in Western Canada. 

The second point, that is, the distributive 
rates, I said there must be an increase in the town 


tariffs to bring them up to the situation in the west. 
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That is another method to exhaust the Situation and 
get all the dollars ordered by the Board. 

Finally, I said, if at that state there is 
still something unrealized in the award which the 
Board has given, then there must be a horizontal per- 
centage increase Subject to a maximum applied in the 
case of the long hauls and the basic commodities. 

I referred to various judgments of the Bnard 
itself, where in earlier cases they had applied the 
percentage in the west and had exempted wholly or in 
part certain basic commodities from any general increase. 

So, at least, sir, I was taking a consistent 
position. First, to find all the money that has been 
ordered for you from the other rates; then in the last 
analysis, if you must have an increase, it must be 
horizontal but subject to governors, subject to maxima 
with respect to the long haul traffic and the basic 
commodities, in which my part of Canada was largely 
interested. I think that answers the question as to 
the position. 

MR. EVANS: Perhaps I might just say one 
word, because I don't think Mr. Frawley, with all respect 
to him, has told quite all the story. 

MR. FRAWLEY:: All the story of my argument. 

MR. EVANS: Yes, but to begin with no one 
Sought to define long haul, and therefore, there was 
no point of departure from which you could say that in 
a particular case the rate should have a maximum based 
upon a particular length of haul. Now then, everybody 
who came forward in objecting to the horizontal increase 
Just objected because they were further from their 


market than somebody else, and the only case where there 
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was no horizontal increase, in the case of coal, coal 
operators in the west came forward to object to the 
flat increase. There was no clue, in my submission, 
anywhere in the provincial Submissions, and there was 
and that 
only one witness who did say what he wanted/was a wit- 
ness from British Columbia, when it was put to him, 
if he were competing in the Toronto market in some 
commodity produced in Vancouver, would he expect the 
maximum in cents per hundred pounds to be the equivalent 
of the percentage increase for as short a distance 


as Hamilton to Toronto. 


(Page 14690 follows) 
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And he said: "If thet is what it means, thet is whet 
we should have." TI can give the Commission the reference 
to that evidence. He is the only man who had the courage 
to come out end Say exactly what he wanted. 

MR. BRAZIER: [I might say, my learned friend, 
Mr. Evans -- 

THE CHAIRMAN: Who is this man, Mr. Evens? 

MR. EVANS: I will be glad to look it up, sir. 

MR. BRAZIER: I was just going to edvise the 
Board I think it was Mr. Robson who appeared on behalf 
of the British Columbia Lumber Association at the heering 
in Vancouver, my lord, 

THE CHAIRMAN: At our hearing? 

MR. BRAZIER: No, at the hearing of the Trensport 
Board and the lumber industry in British Columbia asked 
the Board at that time to adopt the same formula which the 
Interstate Commerce Commission hed just recently adopted 
so far 3s the lumber industry of Washington end Oregon is 
concerned, that was, giving a percentage increase up to 3 
maxima and a flat amount from there on and I think Mr. 
Robson geve the change that would come sbout in their 
competitive position in markets like Buffalo end New York 
88 8 result of the Csnsedisn Board adopting one method of 
granting increases and the Interstate Commerce Commission 
granting a different form of increase to their competitors 
Just across the line. I think he made a very specific 
proposal as to what should be done so far as the lumber 
industry was concerned, 

THE CHAIRMAN: What was his proposal? 

MR. BRAZIER: The same as the Interstate Commerce 
Commission had just sedopted. 

THE CHAIRMAN: That is, he proposed thst his 


products should get into the same market ss the United States 
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products would get into without paying any more? 

MR. BRAZIER: Thet the emount of incresse 
Should not be greater then it was in the United States. 

MR. O'DONNELL: And that the sdditionel revenue 
required could be found from Somebody else. Every one 
had that idea, that some one else should pay. 

MR. BRAZIER: I do not think, with deference, 
Mr. O'Donnell, that question ever did come up. It was 
never considered or even suggested that it would require 
a higher percentage from everyone else. Thst problem 
was not discussed. 

MR. O'DONNELL: I was merely going to say, my 
lord, that the Commission will find thst the Board reviewed 
all those questions and 911 the Suggestions concerning 
different amounts on different commodities. At Pages 60 
and 61 of the 21 per cent Case, there sre a whole array 
of them listed and finally, at Page 65, after considering 
the whole situation, the Board ssid: 

"Upon 8 consideration of the whole situation, 

I think that in this case 9 general increase in 
freight rates should apply equally throughout the 
country." 
And further it said -- 
MR. FRAWLEY: Where did they soy thst? 
That is the part that bothers me, 

MR. O'DONNELL: Look at Pege 65 and it is 
easy enough to find: 

"While there sre a number of individual cases 
where discrimination in rates is alleged to exist 
and it may be that some of these require special 
and separate consideration, on another occasion." 

And the evidence before this Commission is that nobody 


has yet gone back to the Board to say that he hes been 
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discriminated sgeinst or that he has any case. Now, insofer 
2s handling this perticular matter -- 

THE CHAIRMAN: Some of them have come before 
us? 

MR. O'DONNELL: Oh yes, that is quite true, 
but I was merely pointing out in feirness to the Board's 
Judgment thet the rights of 311 those people were expressly 
reserved. If they were discriminstea ageinst they could 
go and make 2 complaint. 

THE CHAIRMAN: But that is not what you were 
pointing out 2 moment ago. The Board does not lack power? 

MR. O'DONNELL: Not at all, and the Board hes 
done, in cases where it thought fit to do, whet Mr. Smith 
has said. If the Commission will look at the Judgment 
in the 15 per cent Case in 1918, there the Commission will 
find all the variations that are set out in this Interstate 
Commerce Commission case. We have hed this Interstate 
Commerce Commission Case three times. We went into all of 
those in detail. But in the 15 per cent Case, the Board 
Will find that on flax seed in some cases they increased it 
two cents per hundred weight from Western Canode to Lake 
Superior ports; in other cases, flax seed end flax seed 
products were increased 15 per cent with 9 maxima of 
15 cents per hundred weight, that on lumber they got it in 
Some cases with 3 maximum of three cents, others four cents 
per hundred weight and apart from thet there were general 
increases, there were flet increases and the variations 
and combinations referred to. The Board has the power to 
apply it if the facts werrant it. 

THE CHAIRMAN: Then the point seems to me to be 
whether the Board should have its power curtailed in that 


respect? 
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MR. FRAWLEY: What I object to on behalf of the 
Province of Alberts are these words which my friend has 
Just read where there might be discrimination end what might 
be alleged. As far as I am concerned that is not im- 
portant individually. The matter Should be discussed in 
principle by the Government of the Province of Alberts, 
It is a sort of divide and conquer device which is designed 
to tami b. Leto *the individual person to take his case to 
Ottawa with 911 the expense involved. We now appear before 
this Commission snd want to discuss the general principle 
of a horizontal percentage increase, 

THE CHAIRMAN: Do you think that Reference means 

leaving it to the individual? 

MR. FRAWLEY: Yes, my lord. There may be a 
number of individual cases where discrimination in rates 

is alleged to exist. I think that is what they mean 
Subject to what I think is their own interpretation in 
respect of that word "discrimination" upon which we have 
Sat many hours before this Commission and upon which we 
expect some salutory explanation, We want the Board 
directed that there must be no flot horizontal percentage 
increase, with nothing else, with no governing maxima 
applied. 

If there must be 3 horizontal percentage increase 
in the last enalysis, if there must be, then it can only 
be with maxima applied in cents per hundred pounds, 

THE CHAIRMAN: Where do you draw the line? 

MR. FRAWLEY: I would be foolish to say that I 
could tell the Board just where that long haul line should 
be drawn, 

THE CHAIRMAN: I suppose you would have to on 


8n application. How sere they going to know? 
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MR. FRAWLEY: The Board would have to -- 
somebody would have to determine thet at some time, 
certainly, sir, and st the moment I can only discuss 
the matter in principle here. 

THE CHAIRMAN: But I mean, I am fancying now 
thet you sare before the Board and then they would ask you: 
"Where does your long haul go?" 

MR. FRAWLEY: Then that would have to come. 

Once the principle is there, once the Bosrd is directed 
by Parliament or by a recommendation of this Commission 
that there must be no flst horizontal increase snd 
nothing else, then we should go into the Bosrd prepared 
to argue the point, sir. 

MR. O'DONNELL: I would just 2sk the Commission 
What,in the words of the Chief Commissioner in the 21 
Per Cent Case, he would Suggest as a workable end practical 
method of dealing with the question in order to provide 
the additional revenue required by the railways? 

What other method would he use in order to get the revenue 
the railways needed any higher? My friend would suggest 
this, probably, that each one would have to be looked 

into and compared with some other rate (and there are 
millions of rates) and see if the increase was going to 
adversely affect another particular Shipment. It is 

not workable and practical and I would Suggest to my 
learned friend that he cannot answer that question as 

put by the Chief Commissioner. 

COMMISSIONER ANGUS: Might I round off my 
question by this one? Supposing that there were s number 
of individual epplications and that they were successful, 
was the suggestion thet the 21 per cent had discounted 
those in sdvance or that the railways would have adequete 


revenue enywey or was the suggestion thet if there were a 
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number of those applications, the 21 per cent would be 
increased to 22 per cent or 23 per cent to make good 
the revenue? 

MR. O'DONNELL: It would have to; there is no 
doubt about that. 

COMMISSIONER ANGUS: Or wes the railway just 
taking the risk of those coming forward? It seems to 
effect the atmosphere, 

MR. EVANS: Perhaps I could sanswer that, Dr. 
Angus, by saying this, that the first Step the Board took 
was to determine the revenue deficiency and how much money 
had to be made up and that they then would decide on the 
percentage of increase or that it would be advised that 
having found what we need they would have to take into 
account the difference between the general application 
of such an application as my friend sets out and the 
genersl application of a percentage increase. 

COMMISSIONER ANGUS: Would they go so far as 
to do that in an individual case, Mr... Byvans? Supposing 
an application were made of the type that they invited 
and that it were successful and that the rates were 
reduced and the railways! revenues were diminished, would 
the Board in its same Judgment sey: "Well, this is going 
to be 21.1 per cent now", and leave the railweys to alter 
éll their tariffs and so on to make up thet leeway? 

MR. EVANS: I do not think so. As a practical 
matter I think the Board did the proper thing because it 
ssid: "We recognize that this is far too specific a 
question to get into in s revenue case end we sare esking 
people to come forward and make their separate submissions 
with regard to those cases wherein justice can be shown". 
Now, none have done that and they still have this horizontal 


increase before them and our friends in the Provinces 
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have not seen fit to accept the invitation to make a 
representation to the Board in that respect. That is 
where we say this very question can be debated at 
length. 

However, I did not come up here for that 
purpose; I came up to give the Board a reference to the 
evidence of Mr. Braidwood. He was then President of 
the Vancouver Board of Trade. That was in the 21 Per 
Cent Case and he gave evidence in Vancouver and his 
evidence, I think, begins about Page 7926 and I am 
not going to give you more than this. At Page 7970 
this question end this answer were given: 

"Q. So, if you increase by three cents 3s 

ten cent rate from Oakville to Toronto, you 
would increase by three cents the $5.00 rate 
from Vancouver to Toronto? 

As, Lf that is’ the way it would work out, 

thet is our contention." 
Now, that was almost exactly what I told your lordship 
8 moment ago. 

MR. MACPHERSON: Might I sey, Mr. Chairman, 
in connection with this general discussion as to sub- 
missions in the 30 Per Cent Case ond the 21 Per Cent 
Cese that there were submissions by the provinces. 
Saskatchewan Submitted, for instance, that it objected 
to the horizontal increase as requested by the railways. 
It suggested further that in the freight rate structure 
in the country there were peaks and there were valleys 
and that we had established this in the evidence thet 
had been submitted and we arguec that before there was 
@ general horizontal increase, s flat increase which 
would accentuete disparities as they existed, thet there 
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discussion of the matter of competitive rates end thet 
this should be done before a flat increase could be 
applied and that, in any event, if one were applied 
then consideration should be given to distances from 
market, long haul and that sort of thing. 

I submit, my lord, that what this discussion 
points up is probably the necessity of a strengthening 


of the statistical and economical structure of the 


Board of Transport so that much more could be done with 
information available to do it and much more available 
which would be of assistance to the Board in coming to 
decisions in respect Of applications that sare made. 

MR. EVANS: I find that I have mis-stated a 
fact that I wish to correct. I said no one had come 
forward. I was wrong; the British Columbia Lumber 
Industry has come forward to make representation in the 
application for a horizontal increase, 

THE CHAIRMAN: What hes happened to their 
application? 

MR. EVANS: I think it is pending as far as 
I know. 

THE CHAIRMAN: Mr. MacPherson then seems to 
think that no statutory amendment is necessary. That is 
what I gathered from what you said, that if the Board 
is better qualified it could go on with its present 
powers? 

MR. MACPHERSON: That is correct. I do not 
think there is sny amendment required to the Reilway Act 
but I do think that probably e recommendation as to the 
strengthening of the Board's research powers and 
activities would be in the interests of the shipping 
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THE CHAIRMAN: That is one thing, but I think 


Mr. Frawley goes further then that. You would have them 


directedif possible, probably by legislation to do certain 


things or not to do certain things without doing something 


else? 


MR. FRAWLEY: There Should be a declaration of 
policy, sir. 


(Page 14702 follows) 
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THE CHAIRMAN: > There is no use of us making a 
declaration of policy. Our task is to recommend statutory 
changes. 

MR. FRAWLEY: With respect, sir, I think this 
Commission could well make recommendations short of a 
change in the statute which will have a great effect in 
the administration. 

THE CHAIRMAN: Any recommendations we make will 
have to be to the governor in council. 

MR. FRAWLEY: Quite. 

THE CHAIRMAN: We might make the type of recom- 
mendation Mr. MacPherson says he would be satisfied with, 
but would you be satisfied? 

MR. FRAWLEY: Yes, quite so, there is no differ- 
ence, 

THE CHAIRMAN: From what you said just now I 
took it that you thought the Board should be directed not 
to make horizontal increases in certain cases without 
mitigating the effect of the increase on the long haul. 

MR. FRAWLEY: Those were exactly the words I 
used, The question is whether they should be directed 
by parliament in a statute or whether there should be 
merely the views of this Commission, the recommendations 
of this Commission as to the effect of the horizontal 
increase and the injustices which it perpetrates on long 
hauls of basic commodities. I would be content with that. 
The Board would follow those views and recommendations. 

THE CHAIRMAN: What I was going to suggest was 
that you draft an amendment. 


MR. FRAWLEY: As to that, quite seriously I 


think the powers are there. There is one matter I want 


to call -- 
THE CHAIRMAN: There is no doubt the powers are 
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there, There is no need to discuss that. In fact 
they are too much there, You say the Board goes too far 
in doing certain things and that these powers should be 
restricted in some respects and curtailed. 

MR. FRAWLEY: Yes. 

THE CHAIRMAN: The only way to do that is by 
legislation in order to make it effective at all. 

MR. FRAWLEY: With respect I think the Board has 
Simply said that this is the easiest way to do it. Cer- 
tainly it is very easy of application. The railways say 
they need the money quickly and they say we will give it 
to them quickly. With great respect I say that it would 
take time; as my friend Mr. MacPherson says, it would take 
quite an intelligent survey of the impact of these rates 
on various industries. With all of that I agree. That 
is the difference between the I.C.C. machinery and the 
Board of Transport Commissioners. The 1.C.C. has 
many bureaus and officers, and they look into these matters, 
and we have none. I take it that is what Mr. MacPherson 
is suggesting that they want, and I think it is an ex- 
cellent suggestion. It does not need any statutory 
power, 

THE CHAIRMAN: Let us take a given case. Let 
us take the case of another application for an increase, 
and let us suppose that the Board were to say, "We have 
a very well equipped bureau of statistics and statisticians 
and we have exhausted all these inquiries and we still 
think we must grant a horizontal increase." Would you 
be satisfied? 

MR. FRAWLEY: I would have to be. With great 
respect, we have not had that here. Then there is the 
question of onus which Mr. Smith called to the attention 


of the Commission yesterday. I should like to read from 
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276 I.C.C., Ex Parte 168, page 9, at page lle: 
"We may add that, as the petitioning carriers 

have the burden of initiating and maintaining 
rates that comply with the Act, the burden is 
on them in good faith and with all possible 
promptness and in a spirit of donbuenaeenn to 
devise and suggest for the consideration of the 
Shipping public rates which in their judgment 
will correct maladjustments. " 

I think those words are broad enough to put the 
onus upon the railways, and I think the Canadian railways 
have the same onus as the I.C.C. think the American 
railways have as to suggesting what limit should 
be put upon a haul from Toronto to Grande Prairie, 
Alberta, a long haul of that sort, and that the receiver 
of freight in Grande Prairie should not have to bear the 
el per cent rate increase as the man in Hamilton does 
receiving goods from Toronto. That is our case. 

THE CHAIRMAN: Mr. Frawley, the point is that 
this affects not only you but the maritime provinces as 
well in another direction. 

MR. FRAWLEY: Exactly. 

THE CHAIRMAN: I would invite you and any others 
concerned wm think there should be some statutory direction 
given to the Board to draft it for us and let us see what 
you want. 

MR. FRAWLEY: Thank you. 

MR. BRAZIER: Could I say a word in reference to 
Dr. Angus' last question? 

THE CHAIRMAN: and of course any draft will be 
submitted to counsel concerned. 


MR. FRAWLEY: Yes. 
MR. BRAZIER: Dr. Angus! last question was as to 
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whether the Board would make any provision for further 
increasing the percentage if adjustments were made because 
of the impact of the horizontal increase, I may say 
that in the 21 per cent case the province of British 
Columbia argued that the increase Should not be applied 

as against rates in that province because of the existence 
of the mountain differential which in effect would make 
them higher dollar and cent increases in that province. 

We were told in the judgment that we would have to make a 
further appnlication to have the mountain differential 
removed, which we did, On that apnlication the railways 
did give evidence as to what revenue they would lose as a 
result of the removal of the mountain differential and 
Suggested what general increase should be made in all 
rates in order to compensate them for that loss. a 
think the percentage increase that was suggested by 

Mr. Jefferson was four or five per cent. 

MR. FRAWLEY: About two per cent. 

MR. BRAZIER: Two per cent. In taking off the 
mountain differential the Board refused to give them any 
compensating general increase in other rates. 

MR. O'DONNELL: But the whole matter was back 
before the Board on the recent application, and the fact 
the mountain differential has been removed is reflected in 
the figures put before the Board. 

MR. BRAZIER: That may be, but on that specific 
application they refused to grant it. 

MR. FRAWLEY: If as a result of giving any area 
of Canada relief in rates it will require an increase in 
rates otherwise, the province of /lberta is quite prepared 
that that should be. We associated ourselves with the 


province of British Columbia in the removal of the mountain 


differential. If that means a loss in revenue, and if it 
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means a new general level of rates we are content to pay 
LU 

MR. O'DONNELL: That is what you are going to 
get. 


COMMISSIONER ANGUS: What I was driving at is 


this. Are the railways sufficiently confident that their 


revenue will be protected to be as co-operative as you 
want them to be? It seems to me if they were completely 
confident that revenues were going to be kept up to an 
adequate standard, and if it was merely a question as to 
whether certain rates should be adjusted, their opinion 
as to that adjustment might be extremely valuable. On 
the other hand, if they were not confident that they were 
going to get the revenue their opinion might be biased. 
MR. FRAWLEY: The province of Alberta has per- 
haps been the loudest in its cries against the injustices 
in the Canadian freight rate structure, but the position 
that Alberta has always taken is that we have said, "Give 
us a freight rate structure where you have removed dis- 
crimination, removed injustices of the mountain differ- 
ential, removed injustices of the long and short haul. 
Do these things and we will gladly pay whatever amount 
the railways of Canada need," That has been our position 
throughout. We do not want the railways to bear the 
burden of removing these injustices. We want the rate 
structure straightened out, and I am happy to have the 
opportunity of stating the position of Alberta in that 


respect. 


THE CHAIRMAN: Whom do you mean by "we", the 
shipvers of Alberta? 

MR. FRAWLEY: The shippers and receivers of 
freight of Alberta. We will be glad to pay whatever is 


necessary to keep the railways in the best possible 
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operating position once the injustices in the structure 
have been removed, 

THE CHAIRMAN: Discrimination. 

MR. FRAWLEY: Discrimination, everything; 
"discrimination" is the large word I use. 

MR. EVANS: The injustices are apnarently not 
so serious that my friend would make his representations 
in the general inquiry which is now proceeding. 

MR. FRAWLEY: My friend has had the answer to 
that ten times and I will give it to him for the eleventh 
time. I will go to the Board after this Commission has 
straightened up and laid down the principles which the 
Board is to follow. It is a bit annoying to be told 
that I do not want to go to the Board. The position of 
the Government of Alberta is known to all the world. We 
will not go to the Board of Transport Commissioners for a 
general freight rate investigation until new principles 
and perhaps new legislation have been evolved as a result 
of the work of this Commission. Our position is very 
simple. 

THE CHAIRMAN: Well, Mr. Smith, we have borrowed 
your time. 

MR. SMITH: Mr. Chairman, Dr. Angus asked me as 
to the contentions which were made before the Board on the 
21 per cent and 20 per cent cases. I cannot do better 
than refer Dr. Angus to what is said in my brief, at 
pages 36 et seq.,as to the contentions which were made 
both in the 21 per cent case and the 20 per cent case. 

The contentions are summarized there. I think if Dr. 
Angus looks at those references he will find what was said. 
I think our position is accurately stated there. I do 
suggest there is a difference -- and this is all I have to 


say on the question -- in the position taken by the railways 
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in the United States and the position taken by the Commission 
in the United States contrasted with the position taken by 
the railways in 6anada and the position taken by the Board 
on this very important Subject. I pointed out yesterday 
that in the decision from which I quoted the Commission said: 
"We have the assurance of the petitioners of their 
intention to proceed by voluntary discussion and 
co-operation with the shippers and representatives 
of markets, to devise and endeavour to put into 
effect such measures as will restore former com- 
petitive faiwitbadeo=s That is the point I 
am stressing, competitive relations. 
THE CHAIRMAN: What are you reading from now? 
MR, SMITH: I am reading from the judgment of 
the Interstate Commerce Commission from which I read 
yesterday. 
THE CHAIRMAN: Which one is that? 
MR. SMITH: That is the decision in the -- 
THE CHAIRMAN: What isthe Ex Parte number? 
MR. SMITH: Ex Parte 166, reported in 270 -- 
THE CHAIRMAN: What page are you reading from? 
MR. SMITH: 9455, ‘at 270 I.csc. 
THE CHAIRMAN: You are reading from 270? 
MR. SMITH: Reading from 270, yes, Mr. Chairman. 
"--to proceed by voluntary discussion and co-oper- 
ation with shippers and representatives of markets, 
to devise and endeavour to put into effect such 
measures as will restore former competitive rela- 
tions as co%pletely as possible." Then they add: 
"We tender the good offices"--- 
THE CHAIRMAN: Restore competitive relations-- 


competition between shippers? 
MR. SMITH: Between shippers, competitive relations 
between shipvers as completely as possible, and then they 


add that the Commission tenders the good offices 
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of its staff in negotiations or advice on technical 
features, | 

I say, Mr. Chairman, with respect that that is 
not like anything that has been done in Canada. The 
railways have not given any assurance to the Board of their 
intention to restore previous rate relations, or anything 
of that kind. On the contrary the railways have taken 
the position that if the individual shipver does not like 
the increased percentage he has the right, under the 
Reilway Act, to apply on the ground that the rates affect- 
ing him are unjust, unreasonable or discriminatory. 
Therefore I submit there is a very substantial difference 
in the attitude of the railways and in the attitude of 
the regulatory bodies. 

I also join with Mr. Frawley in the observations 
which he has made with respect to horizontal increases 
and the positions taken by the provinces. I will 
consult with him with a view to submitting to this 
Commission a statement of policy which should, I suggest, 
be directed by the Commission either in the form of a 
direction of nolicy of itself, or as a statement of 
policy contained in the Railway Act somewhat similar to 
the provisions contained in the American statutes. 

THE CHAIRMAN: In the American statutes. 

MR. SMITH: Yes, and in other cases, For 
instance, in the Transportation Act there is a statement 
of policy, a general statement of policy. I quite 
appreciate that no one desires that the statutes be unduly | 
restrictive. There has to be a wide measure of dis- 
cretion in any regulatory body. I do not wish to 


advocate any measure would have the effect of unduly 


restricting the Board. | 
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THE CHAIRMAN: We were told earlier there is a 
statement of policy in the United States legislation 
Setting out, for instance, that it is the desire of 
Congress that -- 

MR. SMITH: Section 15(a). 

THE CHAIRMAN: That shipping and railroads, and 
so on, all be put on a basis where they can continue to 
thrive, If you wish to have any statement by parliament 
on matters with which you are concerned now I do wish you 
would draft it for us. That is the best way to let us 
know exactly what you want. 

MR. SMITH: Well, I said Mr. Frawley and I would 
consult in that connection and submit something for the 
approval of the Commission. 

THE CHAIRMAN: You see the Railway Act already 
has many provisions about equality between localities, 
shippers, and so on, That is already embodied in the 
legislation. You had better examine what is already 
there first and then see whether anything more definite 
and broader ought to be recommended. 

MR... SMITH? Yea,.Mxr. Chairman. I think pos- 
sibly that is all I have to say about horizontal increases 
except that I did say earlier that there is a suggestion 
as to the retention of arbitraries. I do relate that 
to the question of horizontal increases. Later in my 
brief I make a suggestion at page 41 that: 

", . . there should be a reduction in freight 
rates on goods, materials and commodities to be 
processed in Nova Scotia or to be used in the 
manufacture of products there, shipped into 
Nova Scotia from points outside the 'select 
territory' as defined in the Maritime Freight 


Rates Act.” 
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I point out that: 

"There are a number of producers and manu- 
facturers in Nova Scotia who must obtain a large 
part of their raw materials of production, as 
well as containers to package their goods, 
etc. from points outside the province, and as 
a substantial part of the market for their goods 
is in central or other parts of Canada, they 
must then ship back the finished product and 
meet the competition of producers and manu- 
facturers with relatively low transportation 
cost for raw materials and for the distribution 
of their finished goods." 

I point out in the case of agricultural pro- 
ducts that the importance of low freight rates on all 
articles entering into production costs cannot be 
exaggerated. 

I am relating that submission to the question 
of horizontal increases, that the effect of horizontal 
increases should be cushioned by the application of 
these principles with respect to basic commodities, 
raw materials and food. 

I would point out in the evidence of Mr. 
French of Sackville at page 7186 he did speak along the 
lines to which I have referred. On cross-examination he 
was asked this question by my friend Mr. Evans -- I am 
not sure it was Mr. Evans but I think it was: 

"Q, And I am interested to know whether 

the purpose of that presentation 1s to indicate 
that you feel that you should be kept at all times 
on the same basis dollarwise in increased freight 


rates as your central Canadian competitors? 
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"A. No, we do not feel that. That would be 
unfair, but if the freight rate increase to the 
Ontario manufacturer bringing his pig iron from 
Hamilton or Sault Ste. Marie to Carleton Place is 
40 cents we do not expect you to bring that a 
thceusand miles more for 40 cents, but where 
they pay 40 cents we pay say $2.40. We do 
not expect you to carry it for 40 cents, but 
we think you should give us consideration and 
cushion the increase to the maritime industries 
so that we have a chance to survive." 


I think I have said all I have to say on the 


question of horizontal increases, Now I wish to say 


something in passing on the question of co-operation and 


the Canadian National-Canadian Pacific Act. 


(Page 14715 follows) 
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Well, this matter has been discussed at 


considerable length already and I do not propose to 


dwell at any length upon the matter except to refer 


the Commission to what is said in the brief, perhaps 


at too great length, with respect to the matter, at 


pages 44 to 50 inclusive. 


There is no doubt that under the report of 


the Duff Commission there was 4 situation which required 


a definite solution. 


I referred to paragraphs 210 and 211 of the 


Duff Report in which the obligation is stated and the 


weaknesses are pointed out, as follows: 


"210, We have emphasized the fact that the 
principal weaknesses of the past decade has been 
the failure of the railways to act together in 

their own interests and in the interests of 
the public. ... . There must be joint action 
with a view to savings in the wider sphere." 

With reference to savings in the wider sphere: 

"O11. A statutory duty should be imposed 
upon the trustees (of the Cenadian National 
Railways) as well as upon the Board of Directors 
of the Canadian Pacific Railway that, consistently 
with the provisions of the existing law and with 
the recommendations of this report and with the 

provisions of all reasonable services and 
facilities, they should adopt 4s soon 4s prace 
ticable such co-operative measures, plans and 
arrangements as shall, consistent with the proper 
handling of the traffic, be best adapted to the 
removal of unnecessary or wasteful services or 
practices, to the avoidance of unwarranted 


duplication in services of facilities, and to 
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the joint use and operation of all such 
properties as may conveniently and without undue 
detriment to either party, be so used." 

And then the Act goes on to implement the 
recommendations of section 16, subsection 2 of that Act 
Sets out with great particularity some of the measures, 
plans, and arrangements which should be edopted. 

I would submit that this is a matter which 
requires study. I quite realize that this Commission 
has to make a report without undue delay, and that 
possibly they would not be able to make a study all 
Over Canada as to measures which should be adopted. 

But I do suggest that there should be some body which 
should make that study and, if necessary, the obligation 
Should be imposed upon the board to inquire into the 
matter, with reference to seeing what economies can be 
effected, and thereby reduce the financial requirements 
of both railways. 

I would suggest that it is obvious that the 
Act has not produced the results which were forecast; 
and that some method of cooperation must be devised 
which can be enforced to bring about the results which 
were desired. I have no further submissions or comments 
to make at this time on that question, 

There is also in my submission, at page 40, 

a reference to import and export rates from and to 
Nova Scotia ports; and my submission is that these 
rates should be maintained at such a level as to cause 
an adequate volume of Canadian import and export trade 
to flow through Nova Scotia ports. 

It was, as pointed out in the Netional 
Transcontinental Act, one of the reasons for the con- 


struction of the National Transcontinental Railway that 
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traffic should flow through Nova Scotia, through 
Maritime ports; and we all know that the results which 
were expected have not been achieved. There have been 
various reasons for it. 

This point was made in the brief submitted 
by the City of Quebec, and it was pointed out there 
that there was a statutory obligation which was 
imposed by the N.T.R. Act; but in any event, ina 
country such as ours, I suggest it is essential that 
the great ports, both on the Atlantic and on the 
Pacific, must be maintained and built up so that, both 
in time of peace and war, they can serve the country 
best. 

What we find now is that the traffic which 
moves through the Maritime ports, not only due to the 
high freight rates, but also to other causes, is much 
below what should, in a country such as ours, be 
expected. 

So I would, in this connection, adopt the 
statement contained in the contentions made in the 
memorandum of the Maritime Transportation Commission, 
and the page references to the transcript of evidence 
are referred to at the bottom of page 40 of my brief. 

The suggestion which was made was: 

"Maritime port rates be adjusted at the 
earliest possible date so as to reflect, during 
the period April to November of each year ~~" 

That is, just during the summer months of each year. 
"_M the relationships that existed with the 
port of Montreal prior to March 26;°49398 ." 

Now, I thank you, my lord, for the con- 
sideration and patience with which you have listened 


to me. I told my witness that I would only be twenty 


er penetinenih pc wee 5 . 
ateat stud Sactotion swe HH teem! oesias Tor YO ath Ge “ha 
butt nb Yate aera Fab: pratt: 6) Ebr areed Rene” + 
et Seats. yore at dnd eA RT edt yd Beam 
tout Celitivoowe al WE Geamkwe F lene es Hhew. Tones : 
| ert! aed Sows oR EER ae dhs’ Attow etonta! cr 
Ktod diet oa che ied? Die Badd adinboat out dirt’ yo PY PORe 

P iri iiace, ott stinoe? a Gah! Ter BAB scewy To Gaeta mE 
{ 1 Ae ae ta ae 
4 | fie oer tiny wim Sede ey. wot Beet eh cing ee 
oi ou “ou “nln Aer leave omtckiaM oft kien eet 
foum RF poses "eats e4 dele tug” eedan ta FarY ake 
a ) af atic ee Poite: teteees 6 ob Papote Sarthe 6 gd 


. had o aap. | 


ett FYObS- yMoktoemmos zie ot bleow f oe 
oO! aa cet ebew eeionfkeatwes oie HE hearmadel ‘¥eemeere 
cho tte tamed: roti rogemen? ante MoM say id ckibre ones 
4 aoweltve “te Sap) i mele ot b oberon eh e# ‘one off Bem’ ; 
_, otek Yat to Of eye to mottod Say Ya od hetietat ee 
a . teow shat eau foldw noiteegaea et. 
a ee Se bet eul be ‘eg cedex Ino seid at” 
aitiish deltet ot en 52 efeb’ eldivuog testfems” | ; 
Me Hay oe se te tedmeroit oe fra hoPier Ce ee * 
Tae €o86 ES diithow thems ‘edt? giv Ptsrb tebe ef dat? 
| eof Atirw Bede rece dads on tte ht eet! aay aes 
",GEGL 83 dongelt of <4isq Leettnek to Prog” 
“non eft tot (feof vm rove tnedd F won 
Senogert eved wey doldw Atiw doneitay tnd) to btevebts : 
(iowt od Ula Bivow I Fatt exes ve bfod x oH Od 


ped 


LPprot tw : i 
: =~} 7 4m)" ap 
\y ae wow ee nT IP ay. tle Dae 


~ 14718 ~ 


minutes, but I find I have taken a little longer than 
I expected. 

I propose now to call a witness with respect 
to the question of accounting practices. 

COMMISSIONER INNIS: I would like to ask 
you one or two questions, Mr. Smith. 

You do not think that the Canadian Pacific- 
Cenadian National Act reflects too closely the problems 
of the depression, and perhaps, is completely out of 
focus at the present time? 

MRy SMITH: No, I think, Dr. Innis, 25 
was due perhaps to the conditions at that time, but 
what I do suggest is: we do not know; we have not 
available information as to whether or not there has 
been any attempt made by the railways to comply with 
the provisions of that Act. That is information which 
is peculiarly within the council of the railways. 

All I suggest, Commissioner Innis, is that 
some body, some independent body, make a study of that 
situation to see whether it is possible. You will find 
an analagous situation in the United States, and the 
point has been taken on the analogy which was taken 
by the provinces in this case. 

We said it was a condition precedent that 
the railways,in a rate case, should establish that 
they had done everything; that they were efficient, 
and that they had done everything to eliminate waste. 

Perhaps that was too extreme a position. 

But I find that the same position was taken by various 
bodies in the States, governmental bodies in that case, 
under the analagous legislation in the United States, 
which provides for coordination and elimination, and 


which is not all depression legislation, because, in 
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the United States, they have the temporary legislation, 
and then they have the 1940 Act, which is after the 
depression. 

But the argument was made in these revenue 
cases, that it was a prerequisite that the railways 
should establish that point; and I propose to be fair, 
unlike the attitude which the Board adopted in this case. 

The Commission said that that matter was too 
intricate a study to embark upon, using my own words, 
in a rate or revenue case. In other words, it required 
study. 

If you desire, I will give you the reference 
to it, 

COMMISSIONER INNIS: I think I understand it. 
I think we have that before us before. 

MR. SMITH: Oh, I will give you the reference 
to it, in any event. 

MR. EVANS: I think I put it on the record. 

MR. SMITH: Thank you. I am very helpful when 
I wish to be helpful. 

MR. O'DONNELL: In the last case Ex Parte 168, 
the I.C.C. refused the motion of the Secretary of 
Agriculture of the United States to institute an 
investigation as to the efficiency of the management 
of the railroads. The matter is discussed at pages 24, 
31, of Volume 276 I.C.C. 

MR. SMITH: Ex Parte 168 is the reference in 
question, at page 705. It is Volume 272 1.C.C. page 695, 
at page 705. 

COMMISSIONER INNIS: One other minor point. 

MR. SMITH: If I might be permitted, sir, 
the matter was again referred to. 


THE CHAIRMAN: What is the page? 
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MR. SMITH: Page 705, my lord. 

THE CHAIRMAN: We have Ex Parte 168, 
Volume 276 I.C.C., page 9. 

MR. SMITH: That is an extra reference I am 
giving. 

THE CHAIRMAN: The other reference is what? 

MR. SMITH: The first reference which I just 
gave you, my lord, was to 272 1.C.C., page 695 at 
page 705. That was Ex Parte 168. There were two 
decisions in Ex Parte 168. 

THE CHAIRMAN: I see it now, 272 is at what 
page? 

MR, SMITH: That is it; that is at page 705; 
and again the matter was discussed on the reconsideration 
of Ex Parte 168 at 276, pages 24, 28 and 31; and if I 
may, Il think, perhaps, I have answered -- 

COMMISSIONER INNIS: Yes, I am sorry. You 
said a good deal about long haul. I suppose that is 
covered pretty extensively in the cases you cited, 4s 
to the effects of horizontal increases? 

MR. SMITH: Yes, I think it Is. 

COMMISSIONER INNIS: I wondered if you thought 
there was any difference in the situation in which there 
are a great many railways in the United States, and that 
of Canada, where there are only two main line railways? 

MR. SMITH: I do not think it makes any dif- 
ference; but there is the principle of market relations. 

COMMISSIONER INNIS: Don't you think that it 


would be much more rigid for Canada than for the 


United States? 
MR. SMITH: I do not get the connection. 


COMMISSIONER INNIS: Do you not think it 


would be much more difficult to arrange for competition 
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between regions to secure access to the same market, 
from districts which were wide apart and quite different? 

MR. SMITH: I think the problem is there and 
is one Which has to be solved or relieved. 

COMMISSIONER INNIS: You have not given it 
any consideration? 

MR. SMITH: No, I have not given it a great 
deal of thought, but I think it is more difficult in 
Panede 

THE CHAIRMAN: You want to call 
Mr. Egan? 

MR. SMITH: Yes. 

THE CHAIRMAN: Very well, we shall take a 


few minutes recess. 


(Page 14725 follows) 
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MR. HAROLD J. EGAN - CALLED 


EXAMINED BY MR. SMITH:- 

Q. Mr. Egan, your name is Harold J. Egan? 

A. That is correct. 

Q@. You are a chartered accountant practising 
in the Province of Nova Scotia? 

A. Yes. 

Q. A member of the Institute of Chartered 
Accountants of Nova Scotia? 

As You. 

Q. You are also a Regha lox of Arts and a 
Bachelor of Commerce from Dalhousie University? 

fa, VOR . 

Q. And have you ever been a lecturer at a 
University? 

A. Yes, I lectured at Dalhousie University 
from 1933 to 1940. 

Q. In what subjects? 

A. Auditing, accounting, income tax and 
other related financial subjects. 

Q. Have you held office in the Nova Scotia 
Institute? 

A. Yes, I was on the Council for about 
ten years and was President in 1939. 

Q. Have you had any experience in connection 
with the work of the Nova Scotia Government? 

A. Yes, I was in charge of Division. 2 of 
the Department of the Attorney General from 1936 to 
1941, which included among other things being in charge 
of the Department of Municipal Affairs, Securities 


Department, administration of succession duties, and 
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other matters. 

Q. Have you had any experience with public 
utility matters? 

A. Yes, both before entering the Government 
service, while in the Government service, and after- 
wards, various matters in connection with public 
utilities. 

Q. Did you give evidence in the 20 Percent. 
Case? 

A. Yes. 

Q. On what matters? 

A. In connection with the apportionment 
of dividends, fixed charges, and methods of illustrating 
how to apportion and allocate those items. 

Q.- And have you been accounting adviser 
to the Maritime Commission on behalf of the three 
Maritime Provinces during the 20 % hearing? 

AG’ That 16° correct. 

Q. And also accounting adviser to the 
Province of Nova Scotia in the present investigation 
by this Commission? 

ae Pees 

Q. Now, Mr. Egan, what is your opinion 
concerning the advisability of uniform accounting 
being prescribed for railways in Canada? 

A. I am in agreement with the submission 
made by the Province of Nova Scotia which is 
contained at page 43 of the Brief which reads:- 

With respect to accounting methods 

of railways in Canada, it is submitted 

that in order to appraise the operating 

results of the railways in any year or 


tio compare the results over a period of 
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years, it is imperative that annual state- 

ments should be compiled on a uniform basis. 

It is urged that to bring this about the 

Board of Transport Commissioners prescribe 

a uniform standard classification of accounts 

which the railways should be required to 

follow in preparing their records, and 
financial statements." 

Q. What is your opinion of the present 
practic? of permitting railway companies to determine 
their own policies with respect to accounting for their 
revenues and expenses? 

A. I am in agreement with the submission of 
the Province of Nova Scotia which is likewise contained 
on page 43, which reads as follows"- 

"The present system of permitting each 
company to segregate its expenditures between 
capital and revenue accounts leayvesto its 
executives a wide margin of discretion based 
on financial policy. It is submitted that the 
segregation of expenditures between capital 
and revenue accounts in any regulated company 
should be carried out under rules prescribed 
by the regulatory body". 

Q. Now what matters so you consider should 
be given special attention in the preparation of a 
uniform standard clsssification of accounts? 

A. While not suggesting that the items set 
out in the provincial brief are all-inclusive, I am in 
agreement with the items enumerated on page 43 which 


should receive special attention. They are:- 


2 
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"1. Definite and detailed rules should 
be laid down as to what constitutes proper 
charges to the operating accounts: under the 
classification of maintenance. 

2. The method of computing depreciation 
Should be determined and the rates prescribed 

* for all classes of assets. 

3. Rules for the segregation of accounts 

should be laid down, clearly setting out what 

constitutes rail as opposed to non-rail 
enterprises. 

4. Rules for the allocation and apportiam- 
ment of charges common to both rail and non- 
rail enterprises should be prescribed by the 
Board." 

Q. Now, Mr. Egan, were you present here 
yesterday when Mr. Morrison read the supplementary 
submission of the Province of Alberta? 

A. Yes, I was present. 

Q. And, if so, do you agree with the general 
tenor of the views which were expressed in that submiss 

A. With respect to uniform accounting and 
depreciation and the segregation of accounts, rail and 
non-rail, yes. Also I agree with the quotations which 
Mr. Morrison has adopted from the Brief of the Canadian 
National Railways with respect to uniform accounting 
at pages 80 and 81. 

Q. Pages 80 and 81? 

A. Of the Canadian National Railways' Brief, 
those quotations being, from page 80 of the Canadian 


National submission: "that there should be a uniform 
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system of accounts for Canadian railways and that 

such system should be prescribed in accounting 
classifications to be issued by the Board of 

Transport Commissioners under statutory authority"; 

and, at page 81: "a management subject to accountability 
should not itself decide the accounting rules by which 
the results of its management are to be judged". 


THE CHAIRMAN: Any questions? 


CROSS EXAMINED BY MR. RAPOPORT:- 


Q. Mr. Egan, in the Brief of the Province 
of Nova Scotia on page 1 about 8 or 9 lines from the 


bottom of the page, this sentence appears:- 


"The competition between highway 
transportation and railway transportation 
has greatly increased and will inevitably 
continue to increase." 
What is the basis of that statement, Mr. Egan? 

A. Well, I cannot speak for the Province 

truck 

of Nova Scotia with respect to motor/transportation 
Or transport by motor carrier, but my own personal 
interpretation, my own personal opinion in connection 
with the matter is that the record of the past 20 
years would suggest that we can look forward to an 
increase in the number of truck transports on the 
highways of Nova Scotia and Canada; and if that increase 
continues, I would presume as a matter of inference 
that there will be increased competition. 

MR. RAPOPORT: Mr. Chairman, there is one 
other question, and I have only one other question, 


which perhaps I should not put to Mr. Egan in view of 
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the fact that he is not, I understand, speaking 
officially for the province. 

THE CHAIRMAN: What is the question? 

MR. RAPOPORT: I will put the question 
anyway. It arises from the reports of the proceedings 
in the Senate on Bill B, which you may recall was 
introduced to the Senate some years ago. 

THE CHAIRMAN: You mean the Canadian Senate? 

MR. RAPOPORT: That is right. 

THE CHAIRMAN: What was the purpose of the 
BLil? 

MR. RAPOPORT: The purpose of the Bill, you 
may recall, Mr. Chairman, was to regulate transport 
by highway, that is, transportation inter-provincially 
or, as they called it, "transport in inter-provincial 
or foreign trade." I find Mr. Chairman, in the minutes 
of the evidence of this case a statement by the then 
Minister of Highways for Nova Scotia, and I would like 
to ask whether there has been any change in the policy 
of the province since that time. 

MR. SMITH: Mr. Chairman, I don't think 

that Mr. Egan has been put on the stand to 
answer questions of that kind. 

THE CHAIRMAN: Perhaps you can answer. The 
question is addressed to the policy of the government 
of Nova Scotia. 

MR. SMITH: Yes, insofar as the policy of 
the Government is concerned, I have no instructions on 
that matter 

MR. COVERT: I was going to suggest that 


Mr. Rapoport might read into the record the statement 
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made by the Minister of Highways at that time. 

THE CHAIRMAN: What is the statement? 

MR. RAPOPORT: The statement appears in the 
last sentence on page 160 of the minutes of evidence, 
as follows:- 

"T don't think you can force the 
provinces in a thing of this kind. I know 
nothing about the legal side of the question. 
If you try, you will have a little war on 
your hands." 

Then on page 161, five lines from the bottom, the 
Minister of Highways makes this statement:+ 
"But I don't think you are going about 
it in the right way by attempting to force 
| something (and I am reluctant to use extra- 
vagant language) by attempting to force 
something down our throats without our 
permission. That is our attitude." 
My question, Mr. Chairman, is whether there has been 
any change in the attitude of the Province of Nova 
Scotia since those statements were made? 

THE CHAIRMAN: Well, there is nobody here 
can answer your question now. 

MR. COVERT: I understand that none of the 
provincial counsel have any questions to ask. 


MR. EVANS: I think I will be very short. 


CROSS EXAMINED BY MR. EVANS:- 


Q. Mr. Egan, the first paragraph on page 


43 which you read, says this:- 
"  4¢ is submitted that in order to 


appraise the operating results of the railways 
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in any year or to compare the results over a 


period of years, it is imperative that annual 

statements should be compiled on a uniform 

pagsig?” 
Now, just so that we have you clearly, when you speak of 
operating results you mean other than merely operating 
statistics? 

A. That is correct. 

Q. You mean something down to the operating 
income or net income, or how far down do you want to 
go? 

A. Wherever you want to stop, Mr. Evans, 
in your analysis of the operating results. 

Q. I want to know where you want to stop. 

A. I want to be in a position to know, from 
my point of view, if I am called upon to analys?2 
statements of the Canadian Pacific Railway and Canadian 
National Railways, that when I see in the Canadian 
National accounts the maitenance of something or other, 
that the same type of principle has been used in 
allocating to that account the expenditures that were 
made by each of the railways. 

Q. What you mean to say is that you are more 
concerned with the accounting for expense items than 
you are anything below the line of net operating income? 

A. Well, of course, if you have uniformity 
in accounting for revenue and uniformity in accounting 
for expenses, then you are in 4 position to know that 
the end results have been arrived at on the same principle. 

Q@. Yes, now then, as regards accounting for 


revenue, I suppose that the principal differences which 
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you have in your mind are the treatment, for instance, 
of revenue from statistics? 

A. That would be one. 

Q. And have you anything else particularly 
in your mind? 

A. Not particularly or specifically. What 
I have in mind is simply this. I am only dealing here 
with the general principle, that if you lack uniformity 
you are in the difficult position of having to reconcile 
or bring uniformity to each of the individual items 
entering into that statement before you can compare it. 

Q. I don't want to take you into any detail 
because I am not an accountant, and I am incapable of 
dealing with it on a detailed basis, but I do want to 
get your view, as to the principal differences which 
you now see in the revenue accounting which you think 
Ought to be made uniform, and then perhaps to know 
your suggestion as to which of the several alternatives 
you would chose, and then to branch into the question 
of expenses. 

A. Well, in fact, Mr. Evans, as far as 
going into that question of my opinion as to what the 
classification should be for the uniform system, I have 
not made a detailed study, nor have I received, I mean, 
the proposals of the Canadian National with respect 
to classification of accounts. It is purely the 
principle which has been advocated here that I am in 
agreement with. 

Q. What I am trying to do is not to get the 
detail from you but to get how far you would apply 
the principle, because I think you will agree with me 


that in accounting you can apply the principle completely 
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and in the end get a figure right down to the last 
dollar of net income which was on an exactly comparable 
basis, if you were applying such a system to different 
corporations. You could do it? 

A. Yes, it would be possible to do it 
perhaps, Mr. Evans, but there are numerous exceptions 
between any two corporations of various things that 
one corporation has that the other has not. 

Q. That is really what I want to get at. 

A. When you get down to the question of 
uniformity, the first thing, the first principle, is 
that your revenue should be dealt with in a uniform 
manner, and these exceptions which I have mentioned 
will stand out; I mean, in dealing with the accounts, 
so that an independent accountant making an analysis 
of the statement of exhibits presented for such 
purpose as rate cases or,some other purpose, that 
they can tell, without exhaustive examination of 
witnesses, cross examination and so on, just what is 
the content of those statements. 

Q. Quite , I think I understand that part. 
Now going to the question of uniformity of revenue 
accounting, I gathered from you that one of the items 
that you had in mind was that the accounting, we will 
say, for telegraph revenues should be uniform 

A. Should be dealt with in a certain 
manner prescribed by the Board. 

Q@. Is it your view that telegraph revenue 
should be treated as rail revenue or should be treated 
as non-rail revenue? 

A. That is not the first principle that I 


am suggesting as far as revenue is concerned and really 
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has nothing to do with it. 
Q. Have you no views on that, because 
if you have not, I will pass on. 
A. No, I just want to make one point clear 

first. The first thing I want for uniformity, when I 
mentioned telegraph revenue, was that the telegraph 
revenue as shown in your statement shall be the same 
as the telegraph revenue in some other statement, not 
necessarily that it be rail or non-rail. In other 
words you may have one method of accounting for your 
revenues which are divided between Canadian revenue 
and foreign revenue. Another company may divide it 
some other way. Some other company may not divide it 
at all. The first thing is to get uniform accounting 
on such segregations that are deemed necessary of the 
revenue, so that they can. be compared. That is number 
one. 

Nunber two, I think it is a matter for the 
Board to cecvde as to what revenues shall be regarded 
as rail and what will be regarded as non-rail, but 
that is not in my opinion anything to do with the 
principle of uniform accounting. This is just a pure 


question of accounting being recommended here. 


(Page 14737 follows) 
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Q. Well, you see I am just trying to find out what 
your views ere. If you heave no views on this question -- 


BS If you ask me the question that it is not apart 


from uniform accounting, my view is thet as fer as telegraph 


revenue is concerned, so far as certein perts of it sere 
concerned,it lends itself to the Suggestion that it is 
rail revenue; so far as other aspects of it are concerned 
it suggests that it is not. 

Q. Would you state what parts suggest that it is 
Palla 

A. Well yes, using the C.P.R. as an illustration, 
es I understand it the facilities sre used by the 
railroad as well as by the telegraph company for trans- 
mission of messages, However, the telegraph company 
also carries on a cable business, foreign telegraph 

business, and so on, in which the facilities are not used 
jointly by the railway and the telegraph compeny. 

Q. As a practical eccountant, is not this true, 
that since telegraph rates are in themselves regulated 
by the Board of Transport Commissioners -- you knew 
that? 

A. Yes, 

Q. Since thet is so that it would make much less 
unscrambling in both telegraph rate cases and in freight 
rate cases if you hed revenues and expenses of the 
telegraph department separated from the purely rail 
department. Would you not agree with thet? 

A. It probably would be much easier from the 


point of view of eppraising absolute railway results. 


Q. So, would not this be the result? If you brought 


in the commercial telegraph revenues sand expenses into 


the rail account, wouldn't you really have to segregate 
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them again to get the proper level of earnings of the 
rail services for freight reste cases? 

A. It would depend, Mr, Evans, as to how you carried 
through your segregation as fear as your uniform eccounting 
is concerned. In other words, if they were confused -- 

Q. I am assuming they ere segregated; I am not 
assuming any confusion. 

MR. SMITH: Perhaps you could let him answer 
the question, Mr. Evans. 

A. If there is any confusion, then you would be 
in difficulty but if they are absolutely segregated as 
far as operation is concerned, it would be very simple, 
but as I understand the situation there sre certain 
expenses common to the operation of your telegraph system 
in Canada as well as the operation of the railway. 

Now, the method of segregating those, I think, is a 
matter of direction by the Board and they come under the 
classification of the + *° direction for uniform accounting. 

Q. But at least you would agree with this, that 
the probability of being sable to segregate telegraph 
revenues and expenses would be a much simpler matter 
than trying to segregate some common costs, say, between 
pessenger and freight services on the railway? 

A, I think it would be much easier, 

Q. And would it not be the ideal that you would 
seek as an accountant that if you could make a segregation 
of revenues and expenses for telegraph operations, 
that you would use that as a measure of telegraph rates 
and the expenses attributable to rail service as a measure 
of. rail rates? | 

A. I would think that is correct if a proper 
segregation can be made of the expenses but one cannot, 
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the railway to the telegraph company would likewise, 
of course, then be the subject matter of regulation by 
the Board, in other words, the appraisement of what 
Should go to the railroad as a result of the use of 
their service. 

Q. You would want to see that the railway was not 
overcharged for the use of the telegraph. If it were 
on a cost basis, there would be no question of setting 
S rates 

A, Perhaps it should not be on as cost basis if 
it is going to be a separate utility segregsted in that 
way. Perhaps the rail could pay a rate to the telegraph 
company. 

Q. The ideal that en accountant would strive for 
in a rate case involving telegraphs, would be to know 
what the revenues and expenses of the telegraph were? 

A. That is right. 

Q. And similarly in a freight rate case you would 
be interested in segregating the revenues and expenses 
of the rail service? 

A. That is correct. 

Q. I am not going to go right down through the 
various things. All I want to establish with you is 
a matter of principle, that where you find rates of 
services regulated separately, it merely adds confusion, 
as I suggest, to take in these other enterprises if 
you can properly segregate them? 

A. It would be solely on the sssumption that the 
segregation is correct, absolute and subject to review 
so that the segregation itself would receive the 
approval of the regulatory body as being sound and 


in accordance with sound financial policy. 
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Q. I would not quarrel with you at 311 on that, 
| Mr. Egan. You have to make your segregation sound and 


you have to be fair about it but I am talking sbout the 


principle? 

A. The principle I agree with. 

Q. Now, without pursuing that in 311 its detail, 
I would like to go back to this same question of the 
comparison of operating results. Now, then, I suppose 
that there are two bases upon which it might be desirable 
to compare what you call "operating results" and if 
I may put those separately and then go back to it so 
thet I won't confuse you -- the first basis would be 


that you might want to make 9 comparison between operating 


Statistics to determine the question of efficiency? 
| Bin Leo" 

Q. And the second one would be the net operationg 
results for the purposes of rate making? 

i If net operating results are required for purposes 
of rate making, yes. 

Q. I am just wondering whether your submission 
did express that second category? 

A. Yes, it expressed that certainly because, 
in my opinion, if we had uniform statistics of the 
railways in Caneda, we would not have wasted quite so 
much time trying to gather information for the last 
freight rate case. 

Q. You and I might have quite en argument ebout 
that. Talking of operating statistics separately, 
I think we sre in agreement that if you want to compare 
operating efficiency, it would be desirable to have 
operating statistics on a comparable basis? 


A. I think that is correct. 


— 
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@. Now, when we come down to operating results, 
I gather that you also thought that it was ee 
to have the rate making aspect, that is to say, the 
net earnings from rail operations reached on a comparable 
basis for rate making purposes? 

A. That is one item but likewise for purposes 
of comparing one year with another for the purpose of 
testing the various expenditures by one railrosd with 
the other as well as the trend in the expenditures 
in certain lines made by the various companies over 3 
period of years, ¥you have to have the actual expenditures 
on a comparable basis to see whether your conclusion to 
be drawn from the trends shown is accurate, 

Q. Talking of trends, there sare really two aspects 
of ees think are involved. One is, even if you 
establish uniform accounting today, you probably would 
have difficulty in your transition from the pre-uniform 
accounting stage to the uniform Stage and so what you 
ere really speaking of in terms of trends sre trends 
as from the time you get uniform accounting? 

A. That is correct, plus the fact that once you 
have got it established on 3 uniform basis, certain work 
can be done, I mean in retrospect, to adjust the figures 
previously kept which, of course, will not be as accurate 
as figures compiled in the future, 

Q. Now, the other aspect of trends -- and I am 
only doing this to clear up the discussion between us -- 
the other aspect of trends is : that you could have a 
trend set by an individual railrosd without uniform 
accounting as compared with another that has uniform 
8ccounting? 


A. That is correct. 
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Q. So what you are Speaking of as "trends", 
is that you want to compere the trends of the two? 

A. And trends in various items such @s one particular 
item, for example, the trend in maintenance expenditures 
over a period of years, You might be able to compare 
the total results of one railroad with snother by comparing 
your trend-line on the one company which might not be 
uniform with another but the accuracy of an individual 
item of expenditure might not necessarily show any concrete 
reliable results unless they are both on 9 uniform basis. 

Q. When we talk about the comperison of operating 
results, I think one of your answers rather suggested 
this. I do not want to misinterpret you, You rather 
had a 1ltttle reservation when I put to you this com- 
parison of operating results. Lest I might be suggesting 
to you that the question of which of the two railways 
Should be 2 yardstick, had you that in your reservation 
back there in the question? 

A. I was not discussing anything except the pure 
theory of uniform accounting. ; 

Q. I thought you had inferred it and I am going 
to put it to you directly. Would not the question as 
to whether you were going to use the railways jointly 
88s yardsticks rather than one as against the other have 
a good deal to do with the desirability or otherwise 
of putting them on a uniform basis that would enable you 
to compare operating results? 

ie When you say "yerdstick" I presume you have 
reference to the present case before the Board where the 
Canadian Pecific was used as the yardstick? 

Q.: Right. 

A. And your suggestion is that one of the aims 


of uniform seccounting would be to use the two combined 
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so that they could be combined as a yardstick? 

Q. Yes. 

A. I do not see that thet is one of the aims of 
uniform accounting. It will, however, permit of comparison 
and show whether or not one railroad is spending more 
money than the other on identically the same type of 
expenditure end the relationship between the two appears 
more clearly than it can be done today because we do not 
know if we sare comparing like with like . but I do not 
think the question of uniform accounting is advanced 
anywhere with the ideal of combining the two as yardsticks. 

Q. I just wanted to get your view. You spoke very 
rapidly and I was trying to get one pert of your answer 
down. I rather gathered that you said: '"--to see whether 
@ company was spending the same amount on maintenance in 
the same period 9s another," 

ce And other expenditures as -% well. 

Q. I am not making a particular point of this, 
but I just want to suggest this to you, that if you have 
a publicly owned corporation as against a privately owned 
one, you have definite differences in policy in regard 
to maintenance? 

A. I should think that is correct. 

Q. And I think in your examinations you would find 
thst privately owned utilities tend to make as far as 
possible their maintenance expenditures fluctuate with 
their pocket book? 

A. I think that is quite true. 

Q. Then, would it not be fair to say that you 
might find that that influence -- and I am not making 
any invidious suggestion -- would not you find that 
that influence was not as strong in a publicly owned 


corporation? 
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A. I might go so far as to say in certain conditions 
it might be the reverse. 

Q. So uniform accounting would not enable a 
comparison to be made in different economic discretions 
as to the propriety of maintenance expenses? 

oe Not the propriety, but it would merely point 
out the differences which would have to be explained by 
way of policy. 

Q. But I think you see my point there. You must 
agree that uniform accounting is not an sutomatic cure-all? 

A. Oh no and let me make my point clear that I am 
not suggesting that any prescribed form of accounts will 
result in a net operating profit from rail that should be 
regarded as a rate making system or anything like that 
either; it is purely a question of getting the information 
in financial statements and in the exhibits in such a 
manner that independent parties who are interested will 
know what is in those accounts and that we will eliminate, 
so far as it can be eliminated, a certain amount of 
discussion as to what goes into them and let the regulatory 
body decide what goes in and then we will know wheat the 
contents of the accounts are. 

Q. I suppose you will agree with me thet in many 
particular details or classifications the question of 
interpretation orises? 

Re That is quite true, but over s period of time 
they gradually clarify and are lessened to the point 
where they are workable in the first instance and become 
more workable as they are tried. 

Q. Now then, what you are rather suggesting is 
that they should not be so detailed as to try and anticipate 


the possibilities of inetepretations of various accounts 
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but it should be a good workable classification of 
accounts? 

As I quite agree. No accounting system should be 
So detailed or so codified that it becomes e burden instesd 
of a help to others, sets out an outline of the corporation 
as well as providing concrete information to the regulatory 
body. 

Q. And I think you would agree with this, that an 
accounting classification not only should be as simple as 
possible consistent with the sims and objectives to be 
obtained, but it should be an outcome of the conference 
between the regulatory authority and the railways them- 
selves? 

As I would agree with that and I would add to it 
that it should be the subject of continuing conferences, 

Q. And I think I might agree with you on that. 

Now then, when you come to your individual points, when 
you say: 
"Definite and detailed rules to be laid down 

as to what constitutes proper charges to the 

operating accounts and to the classification of 

maintenance," 
I gather that you did not wish to indicate anything different 
from what you have just told me as an objective of the 
Classification generally. 

A. Except perhaps with this explanation, Mr. Evans, 
thet I in my position do not mind what you charge to 
maintenance, provided I know in your maintenance accounts 
and they should be sufficiently detailed in the uniform 
Classification so that the Board's ideas of what con- 
Stitutes maintenance will be carried out by the company 
or companies end what they regard es proper items to 
be capitalized or divided between capital and maintenance 


should be so divided. In other words, in your railway 
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company you have numerous operations in connection with 
your equipment and fixed assets generally which require 
to be maintained, renewed, replaced end in many cases 
this is a question of s division between a capital 
expenditure and 3 maintenance expenditure on the one 
contract. Well, the rule for division and the general 
rule governing whst should be 3 charge to maintenance, 
pe suggest, should be brought down by the regulatory 
authority. 

Q. Have you any improvement to suggest in the 
Interstate Commerce Commission rules in that respect? 

Bs I have not prepared any detsiled classification. 

Q. But I think you will ogree, perhaps, with some 
evidence that was given in the ‘ 20 per cent Case to 
the effect that really there were very very few of the 
marginal cases where you have any question of inter- 
pretation as to what constitutes capital and maintenance. 
It would be on marginal cases that this aifficulty would 
arise? 

AG Well, in the first place, I have heard it said 
on the witness stand that the Canadian Pacific, for 
example, follow the Interstate Commerce Commission 
classification, The question of argument as to what 
constitutes capital and what constitutes maintenance 
was the subject of many arguments in both those cases. 

Q. It really gets down to what constitutes 3 unit? 

As Theat is right, end the general definition by 
the Board in a clear cut manner of all these various items 
which can be resolved is in general terms and it is added 
to by interpretation and rulings and will gradually 
clarify what should go into the maintenance account and 
what should not. 


Q. I do not want to spend too much time with you 


4 on that but I want to put this to you.. If we are going 
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to go on the unit basis for the purpose of determining 
whether you charge an asset or pert of an . asset to 
depreciation reserve, you would have to have that spelled 
out so that you would know what you mean when you use 

the word " unit", whether you meant a section of a 

unit or a roof off 3 building or what you meant by a 
unit? 

A. That is correct, 

Q. And depending on whet definition you geve to 
"unit" you would have to meke your allocation of de- 
preciation charges in the light of what you were going to 
expect to charge to the depreciation reserve? 

le I would agree with that statement, yes. 

Q. I think that is sll, Mr. Egen Thank you. 

COMMISSIONER ANGUS: Would comparability of 
accounting go so far as asking for comparability of 
Capital structures? 

A. No, the situation, there -- you see, in the 

first place the uniform accounting will give you uniform 


Statements as to what is uniform. 


(Page 14750 follows) 


‘ipa Parnas Poe 


erecg vfAY alld. no on of 


as }o #¢tee. a goa 


avoid 44 V0OW 
ge ty HOM 


Ly 
. 


le 


au ae Ai 


Ae Beis | you cose 
‘ gYtto a = apie tol aan: a” 


a 


& fay Go tert oe Fue 


" Brow ent 


4 y i in 34 


fia 


_? 


- 14750 - Mr. Egan, cr-ex 


Then what is not uniform between two or more or a dozen 
corporations will stand out so that it can be related 
instead of being confused with the part that cannot be 
made uniform. I am not suggesting, for example, that 
in order to have uniform accounting we should make 
businesses uniform, For instance, capital structures 
in one company and the other are bound to be different, 
but the fixed charges and interest paid on that capital 
structure will be paid in either the same manner by way 
of interest or dividends, or there may be no fixed 
charges in the other company, but the fact there are 
none will immediately appear on what is made up from 
the statement prepared on a uniform classification. 


One will show it, The other will not. 


CROSS-EXAMINATION BY MR. O'DONNELL: 


Q. Mr. Egan, when you are speaking of uniformity of 
accounting principles and classification I take it it is 
with particular reference to public utility companies such 
as railways? 

A. That is what I am speaking about here, but the 
value of uniform accounting is not confined to railways or 
public utilities. 

Q. But you have particular reference to it for the 


purpose of comparing industries in the same sphere of 


activity? 
A That. is: correct. 
Q. Now, in the 21 per cent case Mr. Glassco, to 


whom reference was made yesterday, said, speaking of 
depreciation accounting, that the straight line method 
is the simplest and easiest to understand? 


A. I would agree with that. 
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Q. Would you care to make any comment as to the 
application of that method? How does it compare with the 
user method, for instance? 

A. I presume by your question you are referring to 
the question of accounting or the question of the nature 
of the depreciation charge itself? 

Q. Well, in the application of depreciation 
accounting on the straight line method is it easier to 
apply that method than the user method? 

A. It is easier to apply and it is easier to con- 
trol for a regulatory body. 

Q. What do you mean by that? 

A. As far as following the continuity, rechecking 
for the purpose of seeing whether or not the rates which 
have been set are reasonable. In other words, it lends 
itself to better policing, to use the word, of the charges 
being made by the utility to its revenues by way of 
depreciation. 

Q. You say it is easier to check the rates? 

A. yes, 

Q. What is the difficulty involved in the checking 
of the rates as between the user rate and the straight line 
rate? 

A. To be perfectly frank with you I have never had 
any experience in checking user rates, but the variation 
in the annual charge being predicated on use instead of 
on time creates various total charges for the classes of 
assets in each year varying under certain circumstances with 
traffic, and the net result is that appraisement after a 
period of years as to whether your rates are too high or 
too low is much more difficult than on the straight line 
method. That is from the point of view of rechecking 


by a regulatory authority to see whether or not the 
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allowance for depreciation is too high or too low. Like- 
wise it is easier, in my opinion, for the company to revise 
its rates under the straight line method than under the 
user method, Of course it depends from what viewpoint 
you are looking at the question of the selection of your 
system, Looking at it from the point of view of the fiscal 
policy of the company, looking at it from their point of 
view, the user rate may be far superior to the straight 
tine. From the point of view of a regulatory authority, 
from the point of view of trying to arrive at something 

of a normal charge annually over a period of years for 

the equipment used and useful in the operation, the 
straight line method lends itself to much simpler 
calculation. 


MR. O'DONNELL: Thank you. 


EXAMINATION BY MR. COVERT: 


Q. I wondered, Mr. Egan, if we might have the 
advantage of your personal views on some of the items 
as to whether they should be regarded as rail or non- 
rail. I think the only one that Mr. Evans dealt with 
was telegraphs. Take the Canadian Pacific Express 
Company. I understand that involves two things. 

First there is the actual express, and then there is the 
money order or financial end of the business. Have you 
any ideas as to how those should be divided? 

A. As far as the Canadian Pacific Express Company 
is concerned you have to think of those matters in the 
light of the individual circumstances, I would suggest. 
Just looking at some notes I had in connection with the 
Canadian Pacific Express Company, from 1947 the bulk of 


the revenues, practically all of them, went directly to 
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the Canadian Pacific Railway because it is really an - 
ancillary operation of the railway itself. The company, 
however, apparently is a subsidiary and it proceeded to 
pay a dividend on its earnings to the Canadian Pacific 
Railway which was classified as Other Income,and retained 
over and above that amount paid as a dividend a certain 
part of its earnings in the service of the Canadian Pacific 
Express Company. In addition profits contained in the 
Express Company were presumably derived from their 
financial operations, from the sale of money orders, and 
BO. ONG 
You have to look at it, in my opinion, from the 

point of view of the whole operation. Clearly about 97 
per cent of the operation is rail, and the only part of 
the operation that is non-rail, or that could be classified 
non-rail, is this financial service they give, But 
there are so many services given by any major company 
that are just not directly in connection with the main 
business of the corporation that I would think it should 
ally be. classified as rail, In other words, take the 
railway company itself, It provides certain services 
and does certain things that are just not running freight 
cars and carrying passenger trains up and down tracks. 
You do not take all these little ancillary services out 
and call them non-rail enterprises, 

Q. Then on the same basis you would treat inland 
steamships as rail? 

A. Yes. 

Q. And what about motor bus and truck companies 
that are owned by railways? 

AY I would hesitate to give an absolute opinion on 


that in general terms. It depends on the use, in my 
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opinion, what the motor trucks and buses are used for and 
the circumstances and where they are used. It may simply 
be an operation where there are no railroads at all. It 
may be a delivery service or pick-up service to service 
the railroad, or it may be a competitive service with 

the railroad. 

Q. If it were ancillary to the railway then you 
would regard it as rail? 

A. A rail operation, 

Q. That would generally be the test that you would 
apply? 

A. It is one of the tests, but the difficulty that I 
have with giving any general statement or any principles 
under which it can be so classified is based on the 
general premise that the company itself has decided to 
invest or engage in some business that may or may not be 
directly related with the rail operation, The purpose 
for embarking on this enterprise may be to stimulate rail 
income, to provide avenues from which they will draw freight, 
or it may be the investment of surplus funds. 

The question of why the investment was 
originally made and its purpose has some bearing on a 
decision, but the original purpose can change through 
the effluction of time and the enlargement of the enter- 
prise that has been started, and it may be what may be a 
foneradl enterprise in 1949 might be regarded as rail in 
1952. 

I think a certain amount of latitude has to be 
given to the regulatory authority first to have and obtain 
all information concerning the ancillary enterprises where 
a regulated body has embarked on unregulated enterprises, 
and make its own decision as to what is rail and non-rail, 


having regard to the circumstances at the time. 
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Q. Perhaps in view of that statement I should not 
ask you specifically as to such matters as hotels and stock- 
yards, grain elevators,and so on, 

A. Take, for example, stockyards. I noticed in 
the brief of the Canadian National Railways an explanation 
of one of their subsidiary companies which was a stockyard, 
and the reason for them holding it. I think I can find 
it quickly, It is the Montreal Stockyards Company and 
is referred to at page 142 of the brief of the Canadian 
National Railways. The footnote at the bottom of that 
page has the heading, "Value to Canadian National Railways," 
and reads: 

"The primary object of this company is the 

protection of freight traffic for the C.N.R. 

It is of valuable assistance in drawing the 

major portion of livestock business in the 

Montreal area to the railway." 

Now, I do not say that is rail business from the point of 
view of being a part of the railway, but it certainly is, 
if that explanation is to be accepted, something that is 
deemed essential by the Canadian National Railways for 
them to own and have there to promote and obtain freight 
revenue. In other words, it falls pretty nearly in the 
same classification as a freight solicitor, 

Q. Under circumstances like that you would say any 


income should be treated as rail income, and that their 


losses -- 

Ae Exactly, because that stockyard may not be able 
to operate at a profit, but if on inquiry it is found 
that the freight produced by having that stockyard there 
justifies that expense, then I feel it is a rail expense, 
the loss on the operation of the stockyard. 

Q. The same thing exactly might apply in the case 
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of hotels? 

As It is quite conceivable it could apply in the 
case of hotels. 

Q. And grain elevators? 

A. Grain elevators are in the same classification. 

Q. Then you think, Mr. Egan, there should be several 
tests, whether or not they are ancillary to rail operations, 
the purpose may be important, and -- 

A. And their present use to the railway in promoting 
essential rail revenues which would include passenger as 
well as freight revenues, 

Q. How would you consider Consolidated Smelters? 

A. As far as Consolidated Smelters is concerned, I 
have not the particular reference here, but in the early 
reports of the Canadian Pacific Railway in their annual 
statements references are made there to the investment 
in Consolidated Smelters and the traffic it was going to 
produce to the railway. Therefore it would appear from 
the early annual reports of the railway that the original 
idea of going into Consolidated Smelters was to promote 
traffie for the CiPsRs Consolidated Smelters has 
developed into a corporation by itself that is far beyond 
anything first intended, and in my opinion it should stand 
on its own feet, and it is certainly not ancillary to 
the Canadian Pacific Railway. On that test it would 
fail as being anything related to rail revenue. 

Qe It would be non-rail? 

A. That is correct. 

Q. Now, I think there are a few more questions, 

If you take income in would you also take in the invest- 


ment? 
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MR. COVERT: Q. If you decide that the income 
from one of these activities should be taken in as rail 
income, would you also take in the investment? 

THE CHAIRMAN: Are you talking of Consolidated 
Smelters in particular? 

MR. COVERT: No, not in particular; I was taking 
any item. 

THE CHAIRMAN: Hotels? 

MR. COVERT: Yes, 

THE CHAIRMAN: If they are to be considered as 
pail. 

MR. COVERT: Q. From the point of view of taking 
in income or taking losses, would you take in the invest- 
ment as part of the investment in rail property? 

A. For what purpose? 

Q. Perhaps for a rate base? 

A. No. 

THE CHAIRMAN: Q. You would not? 

Bow Not for the purnose of a rate base. 

Q. Even if you took the revenue into consideration? 

Dey No, I would regard that as other rail income. 
In other words, I make a distinction between other income 
rail and other income completely disassociated from rail. 
In other words there is a difference there. You could 
not call the rentals or fees of a stockyard rail income, 
It is ancillary rail income or other income rail as opposed 
to other income completely disassociated from the rail 
enterprise. 

Q; Would those remarks apply to hotels? 

Bie Yes, if the hotels could be construed to be 


there for the purpose of develonving passenger revenue 


and other features of the rail I would regard that as 


other income rail to be taken into account in fixing rates. 
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Q. But the money the hotels cost to build you 


would not consider as a part of the railway investment? 


Q. Do you think you can justify that? 

A. I think I could, yes, because it is not something 
that is used or useful to the people who are actually 
using the system as far as rates are concerned. The 
principal revenue is in freight rates, and I cannot relate 
hotels to freight rates, and I cannot relate the return 
on hotels on a basis of freight rates, 

COMMISSIONER ANGUS: Q. The railway would be 
entitled to a return on its investment in the hotel? 

A. If the ancillary income comes from hotels they 
are getting it. 

THE CHAIRMAN: Q. They are what? 

Re They are getting their ancillary income rail 
from their hotels if the income is produced by them. In 
other words, they would have to stand on their own feet in 
that respect and bear their fair share of expense. There 
are really three divisions. There are certain of the 

enterprises which are clearly rail, in my opinion, such 

as terminal facilities. They may be in a subsidiary 
company, but they are clearly rail enterprises. Your 
inland steamships, in my opinion, are clearly rail. Then 
you have got a sort of ancillary situation of hotels, 
stockyards, grain elevators, and so on, where there is 
income derived from that investment that has directly to 

do with rail which should be taken into consideration in 
certain circumstances as far as a fair return to the 
railway, if it is on requirement. If it is a question 

of a rate base then it may pe taken into consideration in 
some manner or another but not in the same classification 


as rail property. 
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Q. In some manner or another -- that is very 
indefinite. } 
A. In some manner or other -- when I say that I am 


differentiating between roadbed, rolling stock, equipment 
and so on. There may be an allowance for the ancillary 
enterprise in determining the rate of return. 

MR. COVERT: Q. The last question I have to ask 
is this. Suppose the losses on these other things were 
so great that they wined out the rail income? 

A. Well, the question you are really asking me is 
whether or not the regulatory authority should take into 
consideration losses on ancillary enterprises in fixing 
freight rates. That is really what it amounts to. 

Q. yee. 

A. The question I posed to you in the first instance, 
or the answer, was that this investment might have been 
made, such as the stockyarfs as illustrated by the 
Canadian National, for the purpose of attracting freight 
revenue. If the losses are such as to wipe out the 
freight revenue it is certainly not a very prudent 
investment to continue or to have, In other words, if 
that investment has been made to produce income and all it 
does is produce losses greater than the profit that is 
made on the other enterprise, then I can hardly see that 
it is a prudent investment or a loss that should be 
taken into consideration in allowing a rate of return to 


the utility. 
THE CHAIRMAN: Q. You would not eonsider it in 


fixing freight rates, then? 
A. Not if the losses on the ancillary enterprises 


were so great as to wipe out the profits from the ra#l 


enterprise. 
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Q. But if the income from them swelled the revenues 
of the railway you would consider it on the question of 
lessening rates? 

A, And I would consider them too if the losses on 
them were justifiable in relation to the revenue produced. 

Q. Related directly to railway activities? 

ue Yes, On the question posed to me, if they 
were so great as to wipe out the total rail income then 
they have lost their significance as producing rail 
revenue, 

THE CHAIRMAN: We will resume at a quarter to 


three. 


(At 1.00 p.m. the Commission adjourned to 


resume at 2.45 p.m.) 


(Page 14763 follows) 


6 


| Mt mohtesep Sdf 90 vu “evita bidet 


4 
i) 


’ RG apd sth Lb cot aay abies cmp 2 0 
‘sRowsborie sams? ott ot aokigber xk Rdaatvet 
tacttivigos gewiies stuxtaporte. bebe. 49 igs 
{sdd 22 \am oF homey ates oid O° ¥Be%., yi pp 


7 


aedt amoont Eber Lato? ond Sey oqth of ee panes on ote 
iiot uetowborc as Gsnesbitngta ated? dact oat contd 


a sedeves 
¢ ‘ 
ot totisep 2 ¢e smueen law ow. ;RAMALANO SD. - — 
| -ssandd 
i | od hormwotie ackvahitiod gH vat 00,2 eAy ay 
A 
5 3 { iy Qe $2 onttiies os 
iowollot gaye 
- 
hit 


ee ew ee er 7 


- 14763 - 
AFTERNOON SESSION 

THE CHAIRMAN: Do I understand that we are 
to hear from you, Mr. Brazier? 

MR. BRAZIER: Yes, my lord, but I understand 
that Mr. Frawley wishes to make a statement. 

MR. FRAWLEY: Mr, Chairman, the Commission may 
not remember, but at the Celgary sittings there was a 
brief presented by Mr. ee of the Federated Co- 
Operative Services Limited, in connection with which 
Mr, Evans raised a question as to the accuracy of a 
table. 

I now have a memorandum which agrees with the 
fault found by Mr. Evans, and as Mr. Evans is content 
that this short memorandum explains the matter, I would 
aak that it be read into the record at this time. 

THE CHAIRMAN: What was the man's name? 

MR. FRAWLEY: A Mr. Purdy presented the brief 


and Mr. Harries was asked to undergo cross-examination 


thereon. 

THE CHAIRMAN: Was this at Calgary or at 
Edmonton? 

MR, FRAWLEY: It was at the Calgary sittings, 
sir. 


"MEMORANDUM RE THE SUBMISSION TO 

THE ROYAL COMMISSION ON TRANSPORTATION 
BY FEDERATED CO-OPERATIVE SERVICES 
LIMITED - AT CALGARY - ON 14TH JUNE 
1949 - SEE TRANSCRIPT P. 1767 AND 
FOLLOWING PAGES 


During the cross-examination in connection 
with this Brief which was presented by Mr. Purdy, 
the question of the accuracy of Table 3 (p. 1776) 
was raised by counsel for the Canadian Pacific 
Railway. This Table purported to show that from 
1914 to 1935 the livestock rates in Western Canada 


were actually approaching parity with those in the 
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East, and that from 1935 to 1949 this trend to 
parity had disappeared. Upon reconsidering this 
matter the following statements may be made. 
(Page 1790a and following pages, and especially 
page 1793.) 

1. All rates in column 1947 should be the 


same as the rates given in the 1935 column. The 


‘rates for 1949 are simply the 1935 rates altered 


by the 21% increase, which means that the rate from 
Claresholm to Calgary is $40, the rate from Innerkip 
to Toronto is $42, the rate from MacLeod to Calgary 
is $46, the rate from Clifford to Toronto is $46, 
the rate from Pincher to Calgary is $48, the rate 
from Paisley to Toronto is $48, the rate from Grassy 
Lake to Calgary is $54, the rate from Chatham to 
Toronto is $54, 

2, The alterations made in this Table indicate 
that the statement made in the Brief commencing the 
second last line on page 5 and continuing on the 
top of page 6 "Yes, the difference has narrowed 
since 1914, but we may well ask why it has lately 
shown a tendency to once again become wider" is 
incorrect as far as the non-competitive ratés on 
livestock in Eastern and Western Canade are 


concerned. 
3, Asa result of the change in Table 3 it 


must not be concluded that there are no dif- 


ferences in the intra-provincial livestock rates 


in Eastern and Western Canada. Table 2 stands 


as presented and indicates that especially on 


longer hauls there is & substantial difference 


in the rates which producers in aifferent areas 


of Canada pay: 
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4, Mr. Evans at page 1793 of the Transcript 
said as follows: 
'I have checked and I find that there are no 
lower rates than those in Eastern Canada even 
to meet truck competition; and I think the 
witness suggested that there were.' 
I did not suggest that there were at that time lower 
rates in Eestern Canada because of truck competition 
and pointed out that the railways withdrew the truck 
competitive rates in Eastern Canada on April 15th of 
this year, 1949, (Reference page 1790b). 
In summary, Table 3 as presented at p. 1776 
is wrong and the contention that the rates in 
Eastern and Western Canada were not approaching 
parity is incorrect. There are no other changes 


in opinion or fact required in this Brief." 


Oey bs orepe eg 0 earth ts at ale ® 9 ax: Bie 
: 


‘ottart hs dats fink 


bP hay toh: 


She ge at a. . ey 
SERS Cite hy ct te reel th dt he et are oie ee Ni 


2] RaW} og ae beh kg 


* 


A .& CRG thn ae rh bagel % re 


d ene Pear: ‘ Ye S24 oe "2PGtencl i 
& 
eRe eee a he eee eens ee 
, s 
‘3 tor ~ 
a GMD ST of Ess gh ye no mane cig te gat @ 
(C307! seed congas 
» « 


‘e i 2 na Leatrypae Sel oe eee eS 


eRe Og! 


s 327 H 
Tes Teiaw Lae Fide Fa pa: 


| 
pS eee 
* 
" 
—y, 
om 
cans 
Ve 
— 
noe 
oa 
iS 
a 
oe 
ay 
i} 
haf 
2 
-« 
: 
= 
sa 
. 
a 
ta 
ms 
ve 
rae 
ae 
Mor 4 
-_ 
5 
fy 
Ll 
FN 
“4 
. 


> 
] 
5 
Pah a ar S| v3 of pe > 
. a “ f <4 ria ti yen a50p2 “rr ee se 


> 


¥ 


'- ee = Ss 


- 14766 - 


THE CHAIRMAN: Very well, Mr. Brazier. 
MR. BRAZIER: Mr. Chairman and members of the 
Commission: It is my intention, subject to the approval 


of the Commission, to call two witnesses in further 


Support of the brief and the supplementary brief presented 


by the Province of British Columbia. 

I shall first call Mr. Brown, who will deal 
with the latter part of the brief, which follows up the 
part of the brief which he spoke to, when the Commission 
sat at Victoria, last June. 

THE CHAIRMAN: What are Mr. Brown's initials? 

MR. BRAZIER: J. E. He gave evidence on the 
eend and 23rd of June. 

THE CHAIRMAN: Is it spelt B-r-o-wen, without 
an "e"? 

MR. BRAZIER: Brown, with no "e". 

I would like it, therefore, if pages 11 to 14 
of the further submission which was filed on behalf of 
British Columbia be read into the record and taken as 
read. Copies of it have already been distributed to all 
parties some time ago. Pages 11 to 14 read as follows: 

In the Brief which the Government of the 
Province of British Columbia presented to this Com- 
mission in Victoria on June 22nd, 1949 it was suggested 
that further amplification of the Brief might be made 
at subsequent hearing of the Commission. After dealing 
with the geographical and economic situation of British 
Columbia generally it was submitted in the principal 
Brief that the railways should be required to fix their 
rates more nearly on a "cost of service basis". It 
subsequently appeared that it would be advisable to 
further explain our representations in this regard. 


In the first place we do not envisage that 
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"the cost of service" principle will result in a uniform 
rate for all commodities nor do we suggest that the 
railways be required to determine the cost of service 
on e&8ch individual shipment. Further we realize that 
the adoption of this principle cannot be made except 
Over @ considerable period of time. It is our sug- 
gestion that in the future this should be a guiding 
principle in the fixing of freight rates so that in due 
course it becomes the basis upon which the freight rate 
structure is built. In our opinion the principle can 
be adopted by determining the cost of service on the 
main types of traffic handled by the railways. When 
these costs have been determined they can then be applied 
to all similar types of traffic. For instance, in our 
opinion, it might be sufficient to determine the cost 
of service for the 78 odd commodity groups presently 
included in the reports made by the Canadian railways 
to the Board of Transport Commissioners, It is admitted 
that the adoption of this principle will involve the 
compilation of traffic statistics which are not at 
present available but we do not concede there should 
be any great difficulty in the compilation of them or 
that the lack of them is any answer to the adoption 
of the principle. In this regard we would refer the 
Commission to the various detailed studies of costs 
made by the officials of the Interstate Commerce Come 
mission. 

By "costs" we mean 411 direct costs and the 
properly apportioned amount of indirect costs such as 
property taxes, rents, depreciation, and general 


overhead but not including interest, profit or income 


taxes calculated on 4 system-wide basis. The actual 


freight rates should be sufficient to cover these 


average long run costs plus 4 sufficient amount to 
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produce a determined fair rate of return on the invest- 
ment of the railway company. We submit that the rates 
determined in this manner, including standard mileage 
class rates and the normal commodity rates now in effect, 
should be determined by the regulatory body and should 
not be subject to change except by order of the 
regulatory body upon satisfactory proof that the costs 
have either increased or decreased. 

We are willing to concede that as long as 
other forms of transportation are permitted to continue 
witheut any regulation of their rates it is reasonable 
that the railways should be allowed some latitude in 
meeting competition. This, however, should be a matter 
for the business judgment of the railway in question 
and any loss sustained by the railway in meeting such 
competition should not, we think, be added to the rates 
paid by other shippers. In the event that the railway 
company should decide to meet certain competition by 
applying something less than the normal rates as 
determined on the basis above mentioned the railway 
would have to sustain the loss resulting therefrom. 
Definite figures are not available at the present time 
but an estimate was made by one railway official in 
the 21% Case to the effect that competitive rates 


only affected about 15% to 16% of the traffic handled 
by the railways. If this estimate is approximately 


correct it would not appear that the loss sustained 
by the railways would be a particularly serious 
matter for the management to control. This procedure 
would also have the tendency of making the railway 
management more cautious in the granting of com- 
petitive rates. 


In our original presentation it was 
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contended, on a basis that all transportation rates 
should be controlled upon the same principles, that 
all railway freight rates should be fixed by the 
regulatory body. The railways have taken the stand 
that generally speaking this would be an unworkable 
plan in practice. We do not concede that this is so, 
particularly if the method of determining freight rates 
which we have suggested is adopted. We are willing to 
concede that proper protection would be given to the 
shippers if control of competitive rates should be 
exercised by the regulatory body in cases where the 
railways wished to eliminate competitive rates which 
they have established of their own volition. We 
suggest that after competitive rates have been estab- 
lished by the railways that the regulatory body in 
considering a change in such rates should give con- 
sideration to the economic position of the shippers 
affected by such change. 

There is one matter which has been the 
subject of representation in recent freight rate cases 
upon which we made no statement in the original Brief 
and upon which we think we should advise the Commission 
of our opinion. We are satisfied that a percentage 
{increase in freight rates, commonly referred to as a 
horizontal increase, generally speaking adversely 
affects long haul traffic in dollars and cents. This 
fact has been recognized by previous Commissions and 
by at least one railway administration. In this 
regard we specifically refer this Commission to the 
Duncan Report on Maritime Claims. 

The difficulty is in proposing 4 workable 
alternative to this method of granting general 


increases in rates. In our opinion the most 
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Satisfactory alternative is one which, while not 
attempting to Scientifically apportion the burden of 
the increase, will give some measure of relief to long 
haul traffic. We submit, therefore, that the most 
equitable way of granting a general increase in rates 
is by &@ combination of a percentage increase and a 
constant amount in dollars and cents after a certain 
maximum increase has been reached. We would suggest, 
for instance, that the percentage increase might be 
applied to all rates up to destinations of a distance 
equal to the average length of haul and that all rates 
thereafter be increased by a fixed amount. 

If the present method, which requires any 
Shipper adversely affected by a rate to make an 
individual application to the regulatory body, is 
continued it would in our opinion be necessary for the 
regulatory body to give consideration to factors which 
the present Board of Transport Commissioners for Canada 
and its predecessor, the Board of Rsilway Commissioners 
for Canada, have stated in numerous judgments are 
outside its present jurisdiction, or to be more 
specific that the economic effect on the increase upon 
the shipper be taken into consideration, 

All of which is respectfully submitted. 
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= AATF Dw Mr. Brown, in ch 
MR, BRAZIER: I call Mr. Brown, 


J. E. BROWN, called: 
EXAMINED IN CHIEF BY MR, BRAZIER: 

MR. BRAZIER: Q. I wish to direct your 
attention, Mr. Brown, to certain matters in particular 
which have been mentioned in the briefs filed by the 
Canadian Pacific Railway; and I ask you first to consider 
certain statements which are contained in Part II of 
the submission of the Canadian Pacific Railway, starting 
at page 100, where they deal with the cost of service 
principle, 

I would direct your attention first of all 
to the statement on page 100, contained in the fourth 
paragraph on that page. 

THE CHAIRMAN: Is this Volume I or Volume II? 

MR. BRAZIER: This is Part II, my lord. 

THE CHAIRMAN: What is the page number, again? 

MR. BRAZIER: Page 1003 and the fourth para- 


graph on that page reads: | 
"There is some difficulty in reconciling the 
position of British Columbia on the point. At 


page 2342 of the transcript the following passage 


appears: 
'In conclusion, the Province of British 
Columbia advocates the application of the 
principle of pricing all forms of trans- 
portation on the basis of cost of service 


rather than value of service.'" 


| However, on page 2341 of the transcript and on 
page 11 of the final submission of British Columbia 
dated September 12, 1949, the position is stated 


to be that the pricing of transportation should be 
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more nearly on a cost of service basis." 
I would ask you to comment upon that paragraph. 
A, On page 15 of the original submission of the 
Province of British Columbia, dated June 22, 1949, in 
the last paragraph -- 

THE CHAIRMAN: Does the Canadian Pecific say 
there is a contradiction between your two statements? 

MR. BRAZIER: They are suggesting that we 
take two different positions there. 

THE CHAIRMAN: In the first one you say that 
you advocate the application of the principle of pricing 
all forms of transportation on the basis of cost of 
service rather than value of service; that is the first 
thing. And in the second one, the position is stated 
to be that the pricing of transportation should be more 
nearly on the cost of service base. 

MR. BRAZIER: I presume the distinction is 
between an absolute adoption of the principle and a 
modified adoption of the principle. 

THE CHAIRMAN: That you are hedging a bit now, 
is that the idea? 

MR. BRAZIER: That is what they are sug- 
gesting, yes. You were referring to the original 
submission made by British Columbia. 

THE CHAIRMAN: I was talking about what 
Mr. Brazier points out as being in the Canadian Pacific 
brief at page 100, and that you changed your attitude 


somewhat. 
THE WITNESS: That is right. I do not think 


that is true. However, on page 15 of our original 


brief, in the last paragraph -- 
MR. BRAZIER: Q. What were you going to 


point out was said in that last paragraph? 
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A, "This change in viewpoint supports the adoption 

of the principle of pricing transportation more 

nearly in relation to the cost of the service 

rendered," 
That is our intention, I think, throughout. 

THE CHAIRMAN: What page is that? 

A. Psge 15, in the last complete paragraph. 

MR. BRAZIER: Q. Our position has been 
throughout these hearings that it should be more nearly, 
rather than absolutely, on that principle? 

A. Correct. 

Q. Continuing on page 101 of the Canadian Pacific 
brief, Part II, they make this criticism of certain 
material presented in the submission of the Province of 
British Columbia, starting in the middle of the page,-- 
reading -- 

THE CHAIRMAN: What page? 

MR. BRAZIER:Q.Page 101, in the middle of the 
page: 

"Canadian Pacific points out that the 
following errors were involved in the first of 
the two steps above referred to: 

(a) It was a serious error to restrict the 
study only to railway operating expenses and not 
to include interest, profit or income taxes. . ." 

They refer there to page le of our original brief. 

"Tn Canadian Pacific's view at least interest 

and probably the return to equity security holders 

on their investment are in effect costs which 

must inevitably be incurred, regardless of 
traffic volume. It could not therefore be argued, 
even if it were admitted that 100% of operating 


costs varied with traffic, that the conclusion 
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made by Mr. Brown proves the case for the 

application of the cost of service principle. 
(b) The use of a single price index based 

upon only four series is an unduly narrow base 

on which to make the adjustment which Mr. Brown 

sought to make and this may in itself produce 

substantial error," 
I think, dealing with paragraph (a), what comment have 
you to make in regard to that? 

A, First, with regard to the question of 
including income tax as a cost, it may be true that in 
making a rate award, @ regulating body might take into 
consideration the amount of income tax that a 
corporation would be subject to; and I understand that 
this is usually done. But it still does not seem valid 
to consider this as a cost factor in the ordinary 
sense Of the term in that it is always computed from 
the net profits. 

With respect to the return on capital, the question 
whether this should be treated as a cost of production, 
has been & subject of argument for many years, 

As I understand it, capital is invested in the 
expectation of receiving an annual payment for its use, 
plus the ultimate return of the original invSstment. 
And it seems to me that the rate of return in a partic- 
ular firm or industry largely determines whether more 
capital will be invested in that industry. 

In that sense, capital is a cost, But once an 
investment has been made, it no longer represents 4 


cost in the ordinary sense. 


If the return on the investment is inadequate, 
control of the firm may pass from the holders of the 
equity to those who have & fixed interest in the firm. 
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The firm, however, can continue to operate 
indefinitely, provided that revenues meet all the 
Operating costs. 

I am not suggesting that this is a desirable 
Situation, of course. Even though I think it is of 
doubtful validity to include rate of return on invest- 
ment as a cost factor, I have given some thought to the 
statistical problem involved if one were to try it. 

For example, on page 27 of the appendix to 
Part I of the Canadian Pacific brief, we find that, 
comparing 1948 with 1898, the net railway property 
investment has been increased by approximately 3.7 
times, while revenue freight ton miles increased by 
11.8 times; and revenue passenger miles by 3.5 times. 

There is, however, the danger of comparing 
single years. There may have been much more unused 
capacity in 1898 than in 1948. There is a further 
complication that capital is not always invested in 
step with growth in traffic. 

Then there is always the eer of 
depreciation. Some of the capital goods may be fully 
depreciated and therefore their net value be zero and 
yet be in actual daily use. 

There is a further complication of 4 
secular decline in interest rates. That capital invest- 
ments have grown with traffic, I think no one will 
deny, but whether proportionally 4s much, I am not 
prepared to state. 

Q. Continuing on page 101 the Canadian 
Pacific takes exception to the price index used in the 


British Columbia submission &s follows: 
"(b) The use of a single price index based 


upon only four series is an unduly narrow base on 


which to make the adjustment which Mr, Brown 
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sought to make and this may in itself produce 
substantial error, The Interstate Commerce Com- 
mission in making similar studies, used a total of 
24 such indices. The possibility of error in 
restricting the number of series in the index can 
be seen by reference to the fact that the indices 


used by the Interstate Commerce Commission in the 


_ Study 'Exploretion of Rail Cost Finding Procedure 


and Principles Relating to the use of Costs! of 
October, 1948, varied from 110.3 to 181.4, using 
the base of 1939 equals 100," 


(Page 14783 follows) 
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"(c) Mr. Brown's calculation assumes 
that the same weighting of the index he 

used would be applicable to each of the years 

regarding which he made his adjustment". 
Now, Mr. Brown, I would like you to comment upon that 
criticism. 

A. I believe the reference is to this 
particular study, and the title we have is "Explana- 
tion of ° Railway Cost Finding, Procedures and Principles 
Relating to the Use of Cost". The date is April, 1948, 
whereas I believe I suggested it is October, but I 
think it must be the same. 

Q. You will find the figures are the same 
in there as those to which the C.P.R. have referred to. 

A. That is correct. The first point is 
whether the average change in the prices of the 
commodities which were omitted from our index have 
or have not changed in the same manner and to the 
same extent as those that were included. This of 
course could only be determined by an exhaustive 
examination of the changes in price of all the many 
items, such as lubricating oils, office supplies, 
ete. which were omitted. 

I personally would be very much surprised 
if it were not found that the prices of those commodities 
had moved on the average in the same direction and in 
approximately the same amount as the prices of those 
included. In any case it should not be overlooked 
that, taken all together, the excluded items re- 
present less than 20 percent of the total outlay. Our 
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price changes in those two items would be representative 
of the price change in other wood products and other 
iron and steel products which are omitted. 

Furthermore I can see nothing wrong with the 
Single index per se. It is not very enlightening to 
compare the index we prepared with those to which 
reference has been made by the Canadian Pacific, which 
were designed’ for use in a different type of analysis. 

The Bureau of Accounts and Cost Finding of 
the I.C.C. tried to solve the same problem by considering 
the various cost elements and by applying special 
price indexes which were related to each of the 
specific elements. We all understood it to deal with 
aggregates. 

The more surprising and, shall I say, vindicating 
thing is the fact that the end results were so nearly 
alike, that is, the result of this study and of our 
own were nearly alike. We dealt with aggregates and 
they dealt with components. 

THE CHAIRMAN: They dealt with what? 

A. The component elements of cost. 

MR. BRAZIER: Q. And the results they 
obtained in the more detailed study approximate to the 
result that you obtained in your study of the aggregates, 
is that correct? 

A. Substantially, yes. The question of 
weights has been raised, whether the weighting system 
used in our index was satisfactory or not. It seems 
that there are, at least there are generally, two 
possibilities. One is to use the base year weights, 
that is, the starting year, or the given year weights, 


that is, the last year of your series; or in some cases 
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you use some combination of those two. 

Now, it is generally held that the base 
period weights give an upward bias to an index while 
the given year weights give a downward bias to the 
index. In the particular index which we constructed 
after examination of the relative changes in 
quantities purchased during the period, we decided 
to take the average of the entire period, and in 
my opinion that reduced any bias that might be 
there to a minimum. 

Q. Just for the information for some of 
us here will you explain what you mean by bias. 

A. Well, bias is the term used to indicate 
that an index loses its representative characteristic 
because of the changing significance of the various 
items that make up the sample on which the index is 
constructed. I don't know whether that is a very 
adequate explanation. 

Q. And if you take the base year the 
significance is too low, and if you take the given 
year, the last year, the significance is too high, 
a8 1G7 

A No. 

Q Or the opposite? 

A. The reverse. 

Q Now, going on further, on page 102, 
the first three paragraphs:- 

"Ns to Mr. Brown's second step, he 
made the error of using the actual loco- 
motive miles without ajustment. The 
necessity for adjustment is obvious 


because locomotives have changed in size 
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and in power, and therefore in net output 
per locomotive mile,over the years. In 
addition the output per locomotive mile has 
increased due to changes in loading practices 
which were forced upon the railroads during 
the war. The Car-loading Order of the 
Transport Controller compelled all shippers 
to load freight into the cars to the maxi- 
mum capacity of the cars. The effect of 
loading practices during war time and post- 
war years could be seen very clearly in 
Mr. Brown's charts 1 and 3, because the war 
years appear sharply above the regression 
line, demonstrating that the net ton miles 
produced per locomotive mile are greater 
than would be expected on a normal relation- 
ship. Mr. Brown apparently recognized the 
difficulty but failed to use an adjusted 
figure of locomotive miles to compensate 
for these factors." 
Now, what do you say in regard to that criticism, Mr. 
Brown? 
A. Possibly the first and more basic question 
is whether locomotive miles is a satisfactory unit 
for measuring the input of work. I suggested in 
Victoria that probably gross ton miles would be a more 
satisfactory unit, but on further consideration of the 
question I cannot see that it would make any very 
material difference to the results of comparing input 
with cost. I would have then a direct relationship between 


cost, which in that case would be output, whereas I have 
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attempted to say: relate cost to input, input to output. 


If I use gross ton miles, I would bridge that one gap, 
1t would be cost to output. 


(Page 14789 follows) 
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Now, dealing with the specific complaint that 
we failed to recognize fully the disturbing effect of 
technological change and also the more or less complete 
disappearance C¢ unused capsecity existing during the war 
period, I would like to call your sttontzonrestonants one 
to four in our original submission. 

Q. I have some extra copies of that, sir. Probably 
the Commission could follow 9 little closer if they had 
one. Rather unfortunately, Mr. Chairman, you will recall 
the charts were put in between the pages and the chart-pages 
were not given a number. Chart No. I appears after Table 
VIII which is a couple of pages past Page 13. There is 
Page 13, Table VIII and then Chart I. Will you go on, 

Mr. Brown? 

A. This is rather a little involved -- 

THE CHAIRMAN: Is this chart explained in the 
brief anywhere? 

MR. BRAZIER: Yes, it is explained in the 
original brief. 

THE WITNESS: I wish to make some more comments 
about it in answer to the criticism by the Canadian 
Pacific and once again I will have to go through the two 
steps, the cost against input and the input against output. 
Those are the two steps in the procedure that is involved. 

THE CHAIRMAN: Input of what? 

A. Input of work, if you like. 

Q. And output of what? 

Output of service. 

MR. BRAZIER: You might, Mr. Brown, try to 
explain these technicel terms es much as you can 2s you 
go along so that we can ell understand everything. 


A. I have useed the locomotive mile as being a unit 
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of measure for input of work and the net ton mile as the 
unit of service provided by the railway. Now, in this 
Chart I, considering just the average relationships which 
are depicted by the line of regression, by the fitted 
line, for example, taking the first cycle which is from’ 
the year 1924 to about 1937, that is the first line to 
the left on Chart I, while total number of locomotive 
miles increased from 45,000,000 (I notice they have left 
off the "millions" in that chart) while the traffic increased 
from 45,000,000 up to say, 70,000,000, during that increase 
in traffic there was a corresponding increase in cost 
of about $103,000,000 to about $183,000,000. 

THE CHAIRMAN: Where do those figures appesr? 

A. On the bottom and sides of the charts. The 
number of locomotive miles is given slong the bottom, sir. 
If you will go up to the regression line you are given 
45,000,000 locomotive miles. The corresponding average 
cost to that is $103,000,000. 

MR. BRAZIER: ea he top of the line you come 
to the 70? 

A. Yes, at the top of that line is 70,000,000 
locomotive miles and the cost corresponding to thst was 
$183 ,000,000. 

THE CHAIRMAN: That "70" means millions? 

A. Yes, they forgot to include "million miles" 
in the chart. Now, that simply means that while traffic 
in that particular cycle, in that series of years from 
1924 to 1937 increased from 45,000,000 to 70,000,000 
which is an increase of 56 per cent, during that same 
period the deflated costs increased from $103,000,000 
to $183,000,000 which is oan increase of 78 per cent, 
so while the input of work increased by 56 per cent, 


the cost increased by 78 per cent for that particular cycle. 
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Q. These are 311 Canadian National? 
Ag In this particular case, I think it is 
Canedisan Pacific 
MR. BRAZIER: Canadian Pacific. 


THE CHAIRMAN: Well, that chart says "Censdian 


National Railweys total operating costs". I thought this 
chart would apply to that? 

A. No, I am sorry, they were not placed in 
proper sequence, sir. 

MR. BRAZIER: Table VII which is just before 
that -- there are two tables, my lord, Tables VII and 
VIII and they are followed by Charts I and II. Table 
IX comes in there too. If you will look back at Table 
No. VII, that is the one to which this chart refers -- 


"Canadian Pacific total current operating costs". 


THE CHAIRMAN: Yes, it is Table No. VII -- 
not Table No. VIII. 

MR. BRAZIER: No, that is referred to in a 
subsequent chart. 

THE WITNESS: We sre just referring here, 
sir, to the average results over this period of years 
and I suggested in the first cycle, that is, from 
1924 to 1937 for a 56 per cent increase in output of 
work there was en actusl 78 per cent increase in 
deflated operating costs. 

THE CHAIRMAN: Where did you get your figures 
from? 

A. I read them off the charts, sir. 
Q. Where did you find them originally? 
A. These are taken from the Statistics on 
Steam Railways from the Dominiom Bureau of Statistics. 
MR. BRAZIER: Now, thie other line there deals 


with the period 1938 to 1947 imclusive? 
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A. Correct. 

Q.. Whet does thst show? 

A. In that period you will find thst en increase. 
of from, say, 50,000,000 locomotive miles to 80,000,000 
locomotive miles is 9 60 per cent increase. During the 
Same time the costs went from $115,000,000 (that is the 
deflated costs) to $188,000,000 or oan increase of 63 per 
cent. 

Q. That is the picture as far as the Canadian 
Pacific Railway is concerned? 

A. Right. 

Q. Would you turn now to Chert II. Chart I is 
followed by Tables IX and IX-A and after that is Chart II. 
That deals with the Canadian Nationel. 

COMMISSIONER INNIS: How do you go about deflating 
these costs? 

A. Through the index that was prepared. You will 
recall we sre taking actual current costs and we constructed 
an index which, as for as I can determine -- 

Q. On the 1939 basis? 

A. Yes, we took the basis 1935 - 1939, took the 
average cost on that basis but the weights Were on average 
Quantities for the entire period from 1924 to -- 

Q. Then you deflated? 

A. Yes, we deflated, in order to get rid of the 
disturbing effect of changes in price level. We are 
trying to determine the effect of changes in volume of 
cost. 

MR. BRAZIER: What does the Chart show as 
far as the Canadian Notional is concerned? 

BA, The Canadian National -- we might take, for 


example, on this regression line om Chart II 45,000,000 
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locomotive miles snd at the top of the line, say, 
85,000 ,000 locomotive miles which is an incresse of 
89 per cent sgeinst 2 deflated operating cost of 
roughly $131,000,000 or $132,000,000 and $230,000,000 
or thereabouts, an increase of 75 per cent. 

Q. Theat is similar to the picture shown for the 
Canadian Pacific Railway? 

AL Somewhat the Same, yes. 

COMMISSIONER INNIS: Does this change in the 
direction of the line mean that the railway is becoming 
more efficient during the period? 

A. That is the conclusion I drew, sir, in the 
case of the Canadian Pacific Railway. 

THE CHAIRMAN: Not of the other? 

A, I can see no indication in the Conadian 
National. I would just like to point out that those 
percentages that I have given obviously would be given 
if you took out segments of these regression lines. 

MR. BRAZIER: That is if you took-- 

THE CHAIRMAN: Would 311 these figures affect 
the question of the cost of service as against the value 
of service? 

MR. BRAZIER: The purpose is to show, my lord, 
that the operating costs of the railway varies almost 
directly with the traffic. That is the purpose of these 
Charts and tebles. 

THE CHAIRMAN: With the volume of traffic? 

MR. BRAZIER: With the volume of traffic. 
There have been a great many studies made on this subject 
and at one time it was accepted that only 50 per cent or 
60 per cent of the railway costs. were fixed or changed 
with the traffic. The Interstate Commerce Commission 


recenttly came to the conclusion tha,t 80 per cent to 90 
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per cent varied with the traffic -- cost of operating. 

THE CHAIRMAN: So you are building up 92 case 
for the adoption of the cost of service principle? 

MR. BRAZIER: That is right, showing that the 
cost of operating Canadian railweys does vary almost 
directly with the volume of treffic they handle. 

COMMISSIONER ANGUS: Costs being only the 
operating costs? 

THE WITNESS: Just the operating costs, yes. 

MR. BRAZIER: Will you go on, Mr. Brown? 

A. I have tried to show this in those two charts 
very roughly that the input of work and the cost moved 
in the same direction and about the same amount for the 
two rallwoys. Now, the next step is to consider the 
input of work in relation to the output of service which 
brings us to Charts III and IV. 

Q. Those charts, Charts III and IV, my lord, 
are found after Page 14 of the brief. I might at this 
time point out that certain additions have been made to 
the charts as they were originally contained in the 
brief because of subsequent information which was ob- 
tained. Mr. Brown, will you explain that? 

A. In Charts III and IV as they were originally 
placed in the brief, no regression lime had been fitted 
to the period from 1924 to 1937. That is true both in 
III and IV. 

Q. You have just dealt with the lgatter period -- 
1938 to 1947? 

A. Yes, I have taken the liberty of’ drawing in 
"Fitting by inspection" some lines to these’ two periods, 
thet is, both in Chert III end Chert IV and «Since it has 
been fitted by inspection if it were fitted malothematically 


you would have probably a slightly different slope -- not 
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very much -- but not Sufficient, I think, to mar the 


relation of our argument, 


COMMISSIONER INNIS: Whet is this downward line 

on Chart III? 

fig Could I make some comment about that in just 
a minute. Taking Chart III in the period 1924 to 1937, 
that is the line furthest to the left, you have, say, 
9,000,000,000 net ton miles and going up to, say, roughly 
18 ,000,000,000 net ton miles which would be 100 per cent 
increase and while you have 100 per cent increase in 
the service provided, you go from 19,000,000 freight 
locomotive miles to 38,000,000 freight locmotive miles, 
which, I think, is slso a 100 per cent increase. 
So in that first business cycle, if you like, for 100 
per cent increase in output, that is on freight, you have 


100 per cent increase in input of work done, 


(Page 14800 follows) 
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AS we have already said in Chart 1, since you have 
approximately a 100 per cent increase in cost, deflated 
cost, for 100 per cent increase in input of work, there- 
fore the assumption is that a 100 per cent increase in 
the output of service provided -- and in this case we 
are speaking of freight service -- requires roughly a 
100 per cent increase in deflated cost. 

In the case of Chart 4 the argument is again 
pretty much the same. In the case of the Canadian 
National the increase from 9 billion to 18 billion 
net ton miles causes an increase in freight locomotive 
miles from about 20 million up to roughly 41 million. 

MR. BRAZIER: Q. Showing roughly a 100 per 
cent increase too? 

fs That is right. Now, the question was raised 
about technological changes and technological improve- 
ment during the period, and also the effect of, shall 
we say, overloading or fully loading cars during the war 
period. Since these relationships have been fairly 
adequately described, at least we think so, by what is 
called a straight line equation in which Y is equal to 
A plus BX, and since if you change BX by 100 per cent 
you get a corresponding percentage change in Y, I think 
it therefore follows that the constant element A is 
negligible. 

Q. Is what? 

A. The constant element or constant factor A in 
the equation is negligible. 

Q. Approaches zero? 

A. Yes. 

COMMISSIONER INNIS: Q. Does this tell 

us much more than that the railways have probably a pretty 


efficient control of their accounting system? 
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A. I think it shows somewhat more than that. You 
are questioning again the difference between costs and 
expenditure? 

Q. I am simply questioning the system of control of 
expense worked out by the railways, the type of accounting 
system, supervision and so on, which is reflected in this 
close parallel that you have worked out. 

As I quite recognize, Dr. Innis, the fact that there 
is a distinction between costs and expenditure, and as 
you say it is quite obvious that management does exercise 
considerable control over the expenditure. The difficult 
question to answer is to what extent the expenditure they 
make is different from what they should have made. There 
seems no way of determining what they should have made, 
Since it covers such a long period of time it seems diffi- 
cult to supnose that they could have loaded it on the 
good years and taken it off the bad years to any 
appreciable amount. I will admit there must be some. 

MR. BRAZIER: Q. All right, Mr. Brown, will you 
go on? 

As I was trying to get around to the second step 
in the argument that since apparently the constant element 
is not very appreciable, if you had qa 25 per cent increase 
in efficiency you would have a line drawn in as I have 
indicated with that dotted line. That broken line on 
Chart 3 represents the same conditions as prevailed before 
that 25 per cent increase in efficiency, that 28 23 DOF 
cent greater output for a given amount of input. We 
arrived at that 25 per cent in this way. On page 6 of 
Part 1 of the Canadian Pacific brief they have a table 


dealing with the increase in tractive power of their 


locomotives. 


Q. That is based on the information which the 
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C.P.R. themselves have given in their brief? 

A I computed it from that and that eame out to 
be 25 per cent. | 

Q. You did not have that information when you made 
the original study? 

A No, sir. I think probably that does not account 
for all the increase in efficiency. There may be other 
elements of efficiency which are not included in that 
broken line, but it indicates what the effective increase 
in efficiency would do. The next part is the increase 
in loadings, or shall we say the full use of capacity 
during the wartime period. Under war conditions they 
were able to, shall we say, hold un trains until they had 
fully loaded all the cars, in other words, make complete 
and full use of their capacity. I think that is true of 
other businesses as well, not only railways. 

Consequently you have a regression line in 
Chart 3 dealing with the war period from 1939 or 1938 
up to 1947 which has an entirely different slope in this 
instance. For a given increase in input they get a 
greater than expected percentage in output, but I 
suggest that can only take place when normal commercial 
conditions are not in effect. 

Q. And they do not affect the long term trend? 

Ae That is right. 

Q. Is that all you have there? 

A. I think so. 

ae I want to refer you to another statement of the 
C.P.R. at nage 104 of their brief which reads: 

"In any case the use of the technique 

employed by Mr. Brown can only prove that the two 

series used in his graph will vary together but 


they offer no proof as to what makes these series 
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vary together. Indeed it may well be that factors 
not taken into consideration are the cause of this." 
Would you make a comment in regard to that criticism? 

A. The reaction to these correlations which we 
have been examining has varied all the way from those 
who consider that we are describing a truism, something 
that has to be, to those who in the case of the Canadian 
Pacific suggest probably they are spurious, something 
false about them. My personal feeling is that neither 
position is quite correct. First some of the operating 
costs must obviously vary directly with locomotive miles. 

THE CHAIRMAN: Q. With what? 

Ay With locomotive miles, with our unit of imput. 
Train crew wages, fuel and things of that nature must vary, 
I would say, 100 per cent when you have corrected for 
changes in the price level. Then presumably there are 
other factors which are not related to the locomotive miles, 
and I had been led to believe in some instances some of 
them did not vary at a11, and some varied 90 per cent, 

80 per cent, 70 per cent, and I fully expected when I 
originally plotted this material that I would find a 
curvilinear relationship. In other words, your costs 
would not increase as rapidly as your input of work. 
It would increase with decreasing amounts. 

MR. BRAZIER: Q. Such a study would be indicated 
by a curved line rather than by a straight line? 

A. That is correct. I must say I was very much 
surprised when I did not get that result. I tried to 
check with a number of people as to why it turned out that 
way but have never yet found any answer that seemed to 
contradict it, that it is a straight line relationship. 


I must say also that at that time I was unaware of the 


T.c.C. studies or of the opinions of the authors to whom 
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we made reference in our original brief, and of the 
Statement of the Canadian Pacific that in their opinion 
there was a substantial degree of variability. To me 
the surprising thing is that over the years the amount 
they have had to pay out for work not directly associated 
with moving a train has fluctuated almost exactly the 
Same way as the amount they paid out for the movement of 
the train. 

Q. I have a note in reference to page 102 of the 
Canadian Pacific brief where the following statement is 
made: 

"Mr. Brown could have had an equally close 

fit of his data to a line of relationship in two 

quite different graphs; that is to say, the same 

relationship might have been obtained in one graph 
which would show that there were no costs which 
were constant and in another where as much as 

99 per cent of costs were constant and only one 

per cent variable with traffic." 

What comment have you to make as to that suggestion? 

Ae I find myself a little at a loss to quite 
understand the criticism. If they mean that you can 
fit a different line to the data, unless we have made a 
mechanical error I do not see how that is possible. 
The direction of the line is defined or controlled, if 
you like, by the data, and anyone using the same method, 
called the released squares method, would get exactly 
the same fit. However, if they mean it is possible to 
have a general regression line of this type in which 
Y is equal to A plus BX, and in which A 4e very large 
relative to the BX,if that is all they mean I admit 
it is true, but it does not apply to this case. 

Q. It would not fit the data with which you worked 
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in this case? 


As 


Q. 


That is right. 


So you say the only error can be a mechanical 


one in the tabulation? 


A. 
Q. 


That is correct. 


Mr. Brown, the Canadian Pacific suggests that by 


the simple process of extrapolation you arrive at a set 


of answers which are patently absurd. 


THE CHAIRMAN: Where is that? 
MR. BRAZIER: I am just going to quote from the 


brief at the bottom of nage 102 as follows: 


"Mr, Brown apparently failed to appreciate 


that his own equations, developed from the 


Canadian Pacific data, if literally interpreted, 
show that it would be possible to have 12,880,000 


locomotive miles without any expense whatever for 


the period 1924 to 1937. This is easily estimated 


from the equation in Table 9 which shows that if 
there were no locomotive miles Canadian Pacific 
ought to have a net profit of $41,289,000. ‘This 
can also be seen from projecting the regression 
line for the period 1924 to 1937 shown on 
Chart 1 downwards on the Chart to the point of 
intersection with zero locomotive miles. 

"By a similar use of Mr. Brown's formula, 
4t can be shown that for the period 1938 to 1947 
the Canadian Pacific should have had a profit of 
$7,284,000 with zero locomotive miles (see 
Table 9a) and would have had no expense whatever 
with 2,995,000 locomotive miles. Canadian 
Pacific therefore is of the view that the 
equations developed by Mr, Brown can give no 


useful indication whatever of the extent to 
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which operating costs are constant." 
What is your reply to that criticism? 

A, First of all, I think it is generally recognized 
that anyone who extrapolates or goes outside the limits 
of the data must do so at his own peril. You must 
remember in this particular instance the zero point or if 
you like the lines of reference are very, very far removed 
from the little segments of the ,quandrant that you are 
dealing with. These are millions of locomotive miles. 
If you drew up a chart full scale employing the same 
scale your origin would be away off somewhere near the 
walls to make a chart large enough. Therefore to 
extrapolate down to the line of reference just is not 
warranted in my humble opinion. I have even gone 
further. I have tried to relate this data with that 
for a very small railway, and found that you have no 
nossible way of bridging the gap between the two sets 
of data. 

Q. If you have got the entire data between two 
points you cannot draw any conclusion by a mere extension 
of the line. Is that correct? 

A. That is correct. 

Q. Now, Mr. Brown, I should like you to direct your 
attention to page 104 and over to page 105 of the C.P.R. 
brief where they point out the distingtion between 
expenditures and costs as it applies to the material used 
in your cost study. I think you are familiar with those 
pages and their statements there? 

AS Yes. 

Q. What have you to say? 

BK, I believe this is the same question that Dr. 


Innis has already raised and which I have tried to answer. 
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Q. Do you wish to adda anything? 

Lee My only observation is it seems unfortunate 
that the Canadian Pacific should not have supplied some 
concrete data on which one could judge the merits of 
the case, 

Q. That is, before you could judge the merits I 
presume you would have to know what the expenditure would 
have been but was not in any one particular year? 

Ae That is correct, 

Q. And unless such data was available no useful 
purpose could be served in considering the situation? 

A. That is my opinion, sir. 

Q. I should now like to leave Part 2 and take 


Part 1 of the Canadian Pacific brief, 


(Page 14810 follows) 
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Leaving Part II and taking up Part I of the 
Canadian Pacific brief and quoting the first sentence 
on page 58 of Part I, they say: 

"Canadian Pacific submits that the cost of 

service principle is unsound." 
I would like you to comment in regard to that statement 
and what follows in the Canadian Pacific brief. 

THE CHAIRMAN: That is a pretty wide mandate 
which you are giving to Mr. Brown. 

THE WITNESS: That is correct, sir. 

THE CHAIRMAN: Are you not bringing in the 
whole cost of service principle over again? 

MR. BRAZIER: Yes, my lord. 

THE CHAIRMAN: All right, but we had it in 
British Columbia. 

MR. BRAZIER: Yes. 

THE CHAIRMAN: Go on. 

THE WITNESS: Presumably they mean that of 
the various pricing policies that might be adopted 
pricing on the basis of cost plus some recognized 
mark-up is the least satisfactory in that it would be 
less profitable to the railways and if I read their 
argument correctly, more costly to the shippers. That 
is, there are a number of pricing policies which might 
be used, and of which the railways now have one. 

We have suggested an alternative pricing 
method, and they have suggested that it is unsound 
because, presumably, it would lead to a less profitable 
situation for themselves, and in the long run, I 


presume, it would harm the shippers. 


THE CHAIRMAN: Q@. That is their general 


attitude, is it: that it is unsound because it would 


lead to higher rates in the long run? 


pte) owaeend rent ~ OPBIGHL = 


adge fT Gel4e gq ae eb ehraes 0 bvbte granted 
aap epee? 3 ety! brah vaet bbe, ft Peat UT le nethbinetsd 


seen neds, T, bse ds IS BSsogeacio 


: “i HEROS tehy hers erlatfede: ‘ohio hy tat bade" 
; , befirmetar: tes Sakon ine te ehyirpees 
Sopa! & ong sy). Srey TY roepo Dt dep Bont b mt pow I 


. 


Gate fet at oc ewidlinfo } shafted 
; SFO ink eh FO w wR ety: & eh ape? - WALES aT 
RIDE, MO to: pple Gaeme Brien yf ato Rely 
ESO, FoSweTIOs, je SN : SAAN 
efe rE a Pear Goon: ao yet A : WAM TAR On aa 


2 Seog GO? Rk: 2 ee tes eG te ee eee ; in Ce ae Pes 
TPP Bsr 28 ake. fee eprops CI Fo: etal 


OW PPO Dee hoa: (AMR ARG RES 


> eit DOCH ie teeta 


. 
ne o hoe ES ee 33 a 
. ap ra De aitWa tg ale. 1a/F SE 
~ oy 14 JAS 2 Sn are 
s.a¥ wv MEER Ae Cabs ici e he rH |3 7 4 
et eee on a ee VO Gath ster ® ar fl mene cae .. a Seren wet, mt 
Lott Babel cy Bley ONE APES SV 2G Rae iS 7 Rete oe ae eT 
i. 
b+, ESperooe Ps Sy rey ete Pata. rs. oe Se ee eee ae rps ; : 
2 EN ASG DS OR? Sas Be Pp oe eet ee pup nay otitis 
fare a: SHewar apie pen Fe Eis CPt seta <P ed Garbett Moo MN * wee 
- ee eae: P 
adh Riawks $24 doesn pote red Ab Lodrld eh aaa 


SSSR D OTE 2 SL aes pee cel Shy oF seheae Prove: ses 


SA SEAR Gageit. as Lites ‘PHOMN, . Litewrteos trenmenas 


7 
» s 
“Ph at) Se Ts 98 ar Stet £ rs ie . Prep ~ tex ‘ = 
7 ie eee 21: i sy » SRP ye Poe 2 ie ees Ae a pe Eig 0 Bop: e7ens 8 


oh 


- BeEe MRO wR AT: CARE Leg! ae: Seidw >t opAre. b bhai 


OPP T eae & Ore Sb sat weary e.- aaygch eW 


Sy ee eR 


o 


HAP eRe Pot PAS BAO heme Saggy ek. ved -apat Apae, oS its ig 
sfGRetyo te egSh: aioplobsl pigewwr3?,  (issowewta, s cemeged 
‘ ES Se adic oh hags, asevieersds Gilngaltoewite 
: B¥aqq ide osdds: SU Ath ioowws dt), eeapesqe 

(ePtne2g1 Fags! -tltsad? . oo .: eat RasOaRRT 
Hfyewe tl -shifrooed Aguaany - Ai gh Ged -$ti-el. sebetiszes 


Tee TAGS Laken |. eepthe ttéqaigd od hbheGgl 


- 1481] - Mr. Brown, in ch 


A. Yes. I think that is what their main argument 
is. 


Q. Do they set out here the grounds for that 
position? 

A, @fhat Lericht. 

Q. Now, you are going to show us where they are 
mistaken. All right, Mr. Brown. 

A. They state that the shift in prices resulting 
from an application of the new pricing policy would 
materially lessen the volume of traffic thereby reducing 
railway income and adversely affecting most shippers. 

Unfortunately the Canadian Pacific, outside 
of some general references to silk and coal, do not 
attempt to substantiate their observations, so that it 
boils down to one hypothetical argument against another. 

As I understand it, the argument is based on 
the premise that the elasticity of demand for trans- 
portation varies as between commodities to such a 
degree that one can only achieve maximum return by 
paying heed to these elasticities when pricing. 


I think it would be recognized that the 


elasticity of demand for transportation is actually a 


derived elasticity of demand for the commodities them- 
selves. 

While the basic commodities may be relatively 
low in value, nevertheless the probability is that the 
elasticity of demand for these commodities is much 
smaller than for the highly processed, or high valued 
goods. 

THE CHAIRMAN: Q. Much smaller? 

A. The probability is that the elasticity of 
demand is actually much smaller for the basic com- 


modities than it is for the manufactured or highly 
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processed goods, 


Q. Have you any commodities in mind? 

A. Some years ago I read some studies on 
elasticity of demand. The references slip my mind at 
the moment. I think it was an American named Schultz 
who made a considerable investigation into the elasticity 
of demand for eastcurtural products. And as I recall it, 
the results of his study were to the effect that the 
elasticity of demand for these particular commodities 
was not as great. 

Q. Was not as great? 

A. Was not as great as for manufactured goods. 

The only manufactured goods that I know of 
was a study dealing with elasticity of demand for motor 
cars. It was carried out, I think, by General Motors; 
and I think the result was that an increase in price of 
1 per cent reduced the volume sold by 2 per cent. I 
think that was the relationship in that case. 

COMMISSIONER ANGUS: Q. Taking into account 
possible alternative sources of supply, would not a high 
rate tend to move it some distance? 

A. You mean, bring in a substitute commodity? 

GQ. «Yet. 

A. I suppose that could happen, without any 
reference to elasticity of demand for the commodity. 

Q. It could affect the elasticity of the demand 
‘itself? 

A. Oh, quite, yes. Therefore, it seems to me 


that their argument is unsound right at the start. If 


we, however, adopt the argument that the volume of 
traffic will be reduced as a result of these possible 
changes in rates, 4t may be that the reduction in 


traffic is warranted. 
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The Canadian Pacific on pages 36 and 37 of 
Part I point out that too much of our national effort 
may be devoted to transportation if uneconomic rates 
are charged. So you may actually have a situation which 
would reduce the volume of traffic; but that reduction 
in volume may actually be warranted. 

MR. BRAZIER: Q. And be to the national 
benefit? 

A, That is correct. 

It would, however, have been more helpful for 
any proper appraisal of their position if they had given 
specific examples indicating which traffic would be 
affected and to what extent. 

A reading of their brief suggests that the 
major segments of the traffic which are not now being 
carried at remunerative rates are the grain products which 
move under the Crow's Nest rates, 4s well as 
Rea much of the passenger and l.c.1l. traffic. 

It appears, moreover, that they do not fear 
any reduction in the volume of grain which might be 
carried if the rates on these low valued products were 
raised to remunerative levels. 


THE CHAIRMAN: We shall take a few minutes 


for recess, now. 


(Page 14820 follows) 
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MR. BRAZIER: Just before the adjournment, 
Mr. Brown, you were making reference to Crows! Nest 
Pass and passenger and l.c.l. traffic, which from 
the C.P.R. Brief anpearedo be the major segments of 
the traffic which were not paying their way at the 
present time. I wonder if you would just continue 
now. 

A. I think I should just say, as it 
appears from the Brief of the Canadian Pacific, that 
they did not fear any reduction in the volume of 
grains which might be carried if the rates on these 
low valued products were raised to remunerative 
levels in the case of grain products. It is quite 
probable however, that any attempt to increase the 
rates for passenger and for l.c.1l. traffic might well 
produce a substantial reduction in the volume of 
this traffic. 

THE CHAIRMAN: Now, does the C.P.R. say that? 

A. No, I am just saying that. The basic 
question in those two instances, however, appears to 
be whether the railways can really provide these two 
services as economically and as effectively as other 
types of carriers. 

MR. BRAZIER: On page 61 of the C.P.R. Brief 
Nr. Brown, they state:- 

"The system of rate-making used by 

Canadian railways is the value of service 

principle." 

What objections have you to this pricing policy? 
A. Professor Locklin, who appeared before 


this Commission, has defined the value of service 
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principle as the highest charge that can be levied 
without preventing shipments from moving. He points 
out further that that limit is determined by no one 
factor. As far as I can understand it, this is a 
price which will lie somewhere between the lowest 
rate the railway will accept and the highest rate 
the shipper will pay. It appears that the railways 
are not prepared to go below an amount which will 

at least cover their out-of-pocket costs. 

THE CHAIRMAN: Does not the C.P.R. say 
right there that this principle does not result in 
all traffic paying all that it can bear? Do you 
take issue on that? You have just quoted somebody 
else saying that that means - - 

A. I ap eorry,; yee. 

Q. That they would make it pay all that 
the traffic would bear. The first thing that they 
say is that this principle does not result in all 
traffic paying all it can bear. Do you say it does 
result in that? 

A. Well, probably the question hinges 
on the definition or meaning of the word "bear". 

Q. They don't wish you to stop moving, 

I suppose. 

A. He might have alternative means of 
moving, so therefore he would not stand all he could 
stand to pay. 

Q. But all that it can bear, that was, 
without stopping the traffic; paying all it can 
bear. Keep on raising the price until it gets so 


high that it stops shipment . Is not that what that 


means? 
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A. Yes, but it depends whether that is the 
only means by which the traffic can be moved. 

Q. I know. That is one of the factors which 
would stop it from going up higher. That is not the 
same thing at all. As per definition, the C.P.R. 
talk of value of service principle and they say this 
principle does not result in all traffic paying all 
that it can bear, and it goes on and says that the 
principle recognized is the contribution by different 
classes of commoditios. Do you take issue on that? 
Do you say that it does result in all traffic paying 
all that it can bear? 

A. Not necessarily, no. I don't think 
that all traffic necessarily pays all it can bear 
even under the present prices. 

COMMISSIONER ANGUS: If it did, you could 
never have a general freight rate increase. 

A. That is rignt. 

MR. BRAZIER: I think you said it was 
somewhere between those two extremes, is that right? 

A. Yes, I sas suggesting that the actual 
rate lies somewhere between the two extremes. 

THE CHAIRMAN: What two extremes? 

A. Well, the lowest, rate , at least the 
pottom if you like, is presumably the out-of-pocket 
cost of the railway; that is, generally they say 
they won't go below their out-of-pocket cost. 

Ge Yee; 

A. Now, the upper limit on the shipper's 
side, the limit he will agree to pay, depends in part 


on whether or not he has alternative means of moving 


his goods. 
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Q. Yes, but where does the value of service 
come in then, where the shipper stops using the means 
of transportation? 

A. Well, I would like to suggest, sir, that 
actually to me the value of service is a subjective 
eriterion of rates rather than an objective. 

Q. I see, all Mitte 

A. Where he has an alternative means the 
maximum price is the best price he can obtain from 
the competing carrier, and he obviously won't pay any 
more than he can get from the competing carrier. 
However, if he must rely solely on the railway, his 
bargaining position is very much weaker generally 
speaking, so that the maximum may be almost equal to 
the final selling price of the commodity at the point 
of destination, or the maximum rate as determined 
by some regulatory board. 

COMMISSIONER ANGUS: Has the railway any 
issue there, just that you have a floor and a ceiling 
and the Board fixes just and reasonable rates 
between the floor and the ceiling, and you are saying 
that in doing so they should conform to a principle 
that you are advocating? 

A. That is correct. I am suggesting 
that on the value of service principle it is a subject- 
tive criterion and the Board has no way - - 

THE CHAIRMAN: Why is it subjective? 

A. Well, if we made an agreement to exchange 
some commodity at some price, provided there is no 
duress, whatever the final bargain is concerned, it 
must be fair and reasonable to both of us I should 


think. But no one, no outside person,no third party 
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could have any criterion by which - - 

Q. Did I understand you to say just now that 
if the shipper finds some other means of transport 
which is cheaper for him, he will take that and leave 
the railways? 

ah xyes, 

Q. And then if he has no alternative means, 
he must keep on using the railways? 

A. That is correct. 

Q. Until he gets exhausted and stops 
altogether? 

A. Yes, that is right. 

Q. Is that what the value of service prin- 
ciple leads to? Is that what you are saying? 

A. It could lead. I don't say they always 
drive a hard bargain. 

Q. . Whereas the cost of service principle 
1f it applies, could never lead to that. Is that what 
you say? 

A. Assuming that you have an objective 
criterion by which to judge the rate. 

Q. I see. 

MR. BRAZIER: Q. You have been dealing 
with these two extremes, Mr. Brown. You say that the 
actual rates - - 

THE CHAIRMAN: Which system would you say 
4s now being employed by the railways? 

A. Value of service. 

@. Has it lead to these conjunctures that 
you mentioned there, where the shippers stop shipping 


altogether and go to some other means of shipping? 
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A. Well, what I have in mind is that it is 
probably no intent of the railway to actually discrimin- 
ate, shall we say, between various shippers or various 
regions, but the outcome of that type of pricing may 
well lead to regional - - 

Q. I am wondering whether, having regard 
to the experience that is behind this, you can show 
us any case where this result happened, which you 
think is a bad one, from the application of the cost 
of service system. 

MR. BRAZIER: The value of service - - 

THE CHAIRMAN; Either in a locality’ or in 
connection with the movement of some particular 
commodity or the condition of some particular class 
of shippers. Do you know of any case that you can 
give us? You could illustrate the matter for us if 
you wish. It would be very beneficial. 

A. I would suggest again, and I cannot 
be specific, because I am not familiar with rates - - 

Q. I know, but you have made a very close 
study and I thought perhaps you would have found 
something. 

A. But the situation could be this, sir, 

I believe, that shippers, where there were alternative 


carriers - - 


(Page 14828 follows) 
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Q. You are just working it out in theory? 

A. Thet is correct. 

COMMISSIONER INNIS: Then, you would say the 
present is rather a mixed system, isn't it, involving both 
value of service and cost of service? 

A. Quite. 

COMMISSIONER ANGUS: Theat again is common ground, 
isn't if, that if the rate is competitive the competition 
is the seat? 

A. In thst case, yes sir. 

Q. There is no difference between you and the 
railways on thet? 

A. No, if I understand you correctly, that is 
rignts 

THE CHAIRMAN: You sre sdvocating then, are 
you, that all transportation should be reduced to a cost 
of service system? 

A. Well, ins very general and approximate way. 

You cannot find the exact cost of any particular movement. 

Q. But that the cost of value ought to disappear? 

A. The value of service? 

Q. The value of service ought to disappesr? 

A. I suggest that as s criterion it is one that an 
oustide body, a regulatory body, cannot effectively apply 
because there is no way of examining it. 

Q. You mean like the Board of Transport 
Commissioners? 

A. That is right. If two people make a bargain, I 
suggest that a third person has no way of deciding just on 
terms of the bargein whether it is fair or not. 

COMMISSIONER ANGUS: Your ergument would be very 


nearly fatal to the argument held this morning on horizontal 


incresses? 
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MR. BRAZIER: I think, Dr. Angus, thet might be 
true if we were ssying on s strict er of service basis 
but, of course, we sre not going that far. 

COMMISSIONER ANGUS: No, but you are making 3 
good many exceptions, 

MR. BRAZIER: Thereis no doubt sbout that. 

Will you go on, Mr. Brown? 

A. I say that such a pricing policy may well lead 
to aregional discrimination not 3s 3 result of any intent 
of the railways, but solely 3s @ consequence of different 
degrees of bargaining power in different regions. This 
method of pricing also makes it difficult to arrive at 
any orderly division of funotions as between types of 
carriers end since it is purely 9 subjective valuation 
it is beyond the powers of any third party to pass upon 
its re@Sonableness, 

THE CHAIRMAN: You are arguing e211 those things? 

a Unfortunately, yes. You asked me for specific 
examples. I am not in a position to give examples. 
Obviously, all such rates arrived at by fair bargaining 
must be fair end reasonable to both carrier and shipper 
and 3s I understand it, provided the rate agreed upon 
does not exceed a specified ceiling, or give undue pre- 
ference to some shipper, it is considered to be acceptable 
to the Board of Transport Commissioners. 

MR. BRAZIER: Now, Mr. Brown, at various 
points throughout the Canadian Pacific brief they use 
the term "out-of-pocket costs". I would like your 
opinion as to whether or not the term is used consistently 
throughout the brief? 

THE CHAIRMAN: Thet is, with the same mesning? 


MR, BRAZIER: Yes. 
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As The background to this question probably is 
Simply that in order to strike an even balance between 
competitive types of carriers so that there will not be 
unfair competition as between cerriers, then there should 
be some minimums. The question is whether cost of 
service -- I should say this was discussed in the stseff -- 
whether out-of-pocket costs represented any kind of a 
criterion for minimums and we were unable to determine 
any reasonable definition and I could not find any 
definition in the Canadian Pacific brief because on Page 
62 of their Part I, they describe "out-of-pocket costs" 
as the additional costs incurred by the rsilway in hendling 
any perticular traffic. 

THE CHAIRMAN: Where is that? 

RY On Page 62. 

Q. Where abouts on the Page? 

Re Near the top, the very first paragraph, the 
fourth line, 

Q. Which paragraph? 

A. The first poregraph, the third or fourth line. 

0. "Which are the following costs --"? 

A, They say there "Additionel costs incurred by 
the roeilwoy in handling any perticular traffic". 

GQ, They say: "A rate is compensatory if it returns 
something more than out-of-pocket costs which are 
the additional costs incurred by the railway in heéndling 
any particuler traffic." 

A. That is right, 

MR, BRAZIER: What does that wording suggest 
to you, Mr. Brown? 

A. That wording suggests to me that they ere 
meaning marginal or incremental costs but it does noot 


appear reasonable to suppose that thet is whet is instended 
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because marginal costs in meny instances must epproach 
zero. 

| THE CHAIRMAN: Suppose in a given case they just 
got back their actual out-of-pocket costs then they ere 
not being compenssted? 

A. No, if they just get back their out-ofpocket costs 
they are not being compensated; they say they must have 
Slightly more. 

oF Well, that is all they sey -- "A rate is com- 
pensatory if it returns something more than out-of-pocket 
costs which are the additional costs incurred by the 
railway in handling any particular traffic." That would 
seem to mean that out-of-pocket costs meant the 
additional costs? 

Ay That is right, but I would suggest thet they 
cannot really mean thst. If it does, those costs in 
many instances epproach zero, 

Q. Well, that has to be cleared up, of course -- 
"the out-of-pocket costs which are the additional costs 
incurred --" 

MR. FRAWLEY: Additional to what? 

THE CHAIRMAN: Well, perhaps Mr. Evans will clear 
that up later. 

MR. BRAZIER: They make referece to it again on 
Page 79 compsring the net earnings per car mile on grain 

Mc Nicoll 
from Port / to Montreal. They say that this movement 
returns at least the out-of-pocket costs. What does that 
appear to mean there? 

MR. FRAWLEY: Is this in the prohibited area? 

MR. BRAZIER: No, this is Fort McNicol to 
Montreal. 


THE WITNESS: Thst is in the third peragraph 


on Page 79? 
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MR. BRAZIER: Yes, 

A. In which, speaking of this movement of wheat 

Me Nicoll 
from Port / to Montreal they say that it returns 
at least out-of-pocket costs and -- 

THE CHAIRMAN: When they say that it returns 
out-of-pocket costs, does that still mean though that it 
is not compensatory? Is that what you mean? 

MR. EVANS: No, all we sre saying there is thet 
there is no reason to doubt that those are not compensatory 
rates in that case. 

THE CHAIRMAN: Are compensatory? 

MR. EVANS: Yes, in the sense that they return 
out-of-pocket costs. 

THE CHAIRMAN: What you say about them is 
that they return "st least out-of-pocket costs", Then, 
it means something more than out-of-pocket costs? 

MR. EVANS: We did not attempt to make that 
study but all we say is that they are returning ° 
out-of-pockeet costs, and are therefore, non-compensstory 
but we are making e contrast in that respect with rates 
to Saint John. | 

THE CHAIRMAN: "But the rate to West Saint 
John does not provide sufficient revenue and is below 
out-of-pocket costs", Therefore, it is a loss but if 
it means exsctly out-of-pocket costs and is not 
compensatory, would you say it is not e loss either? 

MR. EVANS: We are quite frank to admit that 
to be compensatory a rate should return something more 
than oUt-of-pocket costs. We are not ee ae to have 
said that the rate on grain from Port./:: «. to Montreal 
is eXactly out-of-pocket costs; we probably think it 
is slightly more than out-of-pocket costs but we have 


not studied that to the same extent 3s we did the other 
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rate. We simply do not suggest that they are not 
comp nsatory. 

THE CHAIRMAN: On the other hand, you do not 
admit that they sre non-compensatory? 

MR. EVANS: No, I do not think we can make 
a case that they are non-compensatory. 

MR. BRAZIER: What comment have you, Mr. Brown, 
in regard t that? 

A. On Page 78, as already has been mentioned by 
Mr. Evans, the net earnings per car mile were 34.4 cents 
and the net earnings per car mile in the car system for 
car load traffic I think is 35 cents so that in this 
case it would appear that the out-of-pocket costs here 
means full average costs plus the full distributive 
Dror Lt. 

Q. What you are in fact saying, Mr. Brown, is that 
in your opinion the terms appear to be used in different 
senses in those two places? 

MR. EVANS: May I Sssure you that they are 
not. 

MR. BRAZIER: Now on Page 60, the Canadian 
Pacific make this statement, the first sentence in the 
first full paragraph on that page: 

"From a practical standpoint the cost of 

service is impossible to apply." 

They go on to mention such matters as accounting 
problems, the variety of services, and equipment, 
fluctuations in traffic, etc. What have you to say in 
regard to those objections? 

A. This is dealing with the practical problem 
of cost of service. If by this is meant "a strict 
application" (I am taking the quotation on Page 61, 


the second two words from the quotation on Page 61, 
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where they say "strict application") if they mean the 
strict application we would sgree. There would be no 
question about it. We have never edvocated trying to 
determine the exact cost of any movement or of any kind 
of movement. 

Speaking of the difficulties of costing the 
Canadian Pacific point out on Page 171 that there are 
means by which costs may be approximated. On Page 171 
they are discussing the grain rates and they state there 
that there are means by which costs may be approximated. 
It seems to me that the most significant and useful 
measure is the one used throughout their brief, that is, 
the average car mile revenue in this instance. Since most 
of the accounting, especially for carload traffic, has to 
do with the car rather than the ton, including spotting, 
marshalling,line-haul, etc. it appears that this unit 
is by far the most useful. For example, one might load 
fifty tons of grain or five tons of motor cars in 2 box 
car. Since the loading and unloeding is done by the 
shipper, roughly the costs to the railway are the same 
for moving both carloads over the same journey. Also, 
since the rates are based on weight, so much per hundred 
pounds, it would eppear reasonable ta set a rate for the 
carriage of motor cars at ten times that set in this 
instance for wheat. 

If we might carry this thought one step 
further, assuming that 35 cents per car mile were an 
adequate level of revenue, and that the proper 
operating ratio was 80 per cent, then the system average 
cost per car mile would be 28 cents. 

Q.  Thset is 80 per cent of the 35 cents? 


A. Yes, that is correct. 
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The seven cents being the system sverage op- 
erating profit per car mile. Now, due to variations 
in operating conditions for verious types of traffic 
and in various parts of the system, the car mile cost 
for individual cases would vary about this system 
average, some being below, some above. It might be 
found after examination that in 95 cases out of 100 the 
cost varied by as much as 15 per cent below or above, 
for example, from 24 cents to 32 cents per car mile, 
which would give selling prices ranging from 31 cents 
to 39 cents per cer mile. I am suggesting there if some- 
body was to make an examination of various traffic and 
various parts that they might find 2 spread of costs 
going from 24 cents to 32 cents in 95 out of 100 cases. 
If the Board were made responsible for seeing 
Ghat sil rates were fair and reasonable in relation 
to the cost of providing the service, I would expect that 
they would set up some limits (how broad would have to 
be determined by experience) and as long as any rate 
proposed by the railways fell within these limits, the 
Board would accept it without question. However, just 
3s the railways themselves examine a rate very carefully 
if it appears that it will not yield a specified amount 
in terms of car miles, so I think the Boerd might well 
ask for some proof that the proposed rate which fell 


outside these limits was justified. 
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Perhaps this is the point to state that the amendment we 
will propose shall be made to the Railway Act is to the 
effect that the rates should be fair and reasonable in 
relation to the cost of providing the service. It would 
then rest with the Board to devise such techniques as 
would satisfy it that the principle was being followed. 
As I have suggested, I would expect they might find it 
eonvenient to employ what might be called a statistical 
control of rates. 

MR. BRAZIER: Q. Mr. Brown, in their brief the 
C.P.R. seemed somewhat alarmed that any change in pricing 
would either produce, or at least prevent them from 
filling up, any unused capacity. What have you to say 
as to that? 

A. Unused capacity may result for a number of 
reasons. 

THE CHAIRMAN: Where do they say that? 

MR. BRAZIER: That is the general gist of what 
they are saying if the cost of service principle is 
adopted. 

THE WITNESS: First, there is the return of emp *y 
cars. In this circumstance since the railway has already 
incurred most of the cost it seems a reasonable vroposition 
to allow the railways by differential pricing to attempt 
to fill up this empty space. Secondly, there is always 
a considerable amount of unused capacity brought about 
by the pronounced seasonality of traffic. In this 
instance it is very doubtful whether thereis any gain 
py trying to build up traffic tMrough sub-normal rates 
in that the costs generallyspeaking have not as yet 
been incurred and there is always the danger that traffic 
originally intended to fill in during the off season 


eventually works its way around to increase the peaks 
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and therefore ultimately incurring the company in full 
average costs. Much the same argument can be made for 
trying to fill in unused capacity in some part of the 
system. The most difficult »eriod for a railway, as for 
other businesses, is when there is a general excess of 
capacity brought about by a dropping off in the level 
of business activity. 

MR. BRAZIER: Q. Such as the situation that 
occurred in the 1930's? 

A. Correct. Only in the case of a joint produc- 
tion, that is the return of empty cars, would it be 
profitable to levy a rate below our 28 cents per car mile. 
That is our example of cost. In all other cases as far 
as we can see, there would be an actual reduction in 
operating profits rather than an increase. However 
it is not necessary that the same rate of profit be extract- 
ed from each segment of traffic. To the extent that 
some traffic might be obtained at a rate which exceeded 
the 28 cents there would be an increase in the net 
profits. In the case of a joint production they could 
go below the 28 cents if necessary because they have al- 
ready incurred the cost of bringing it back. 

Q. That is all you have? 

Ae Yes. 

Qe. What would you suggest should be done about 
competitive rates? 

A. First, let us consider carrier competition. 

It seems that two conditions might be possible, one in 
which the rates of the competing carrier are under regu- 


lation and the other where the rates of the competing 


carrier are not regulated. Where the competing carrier 


is operated under regulated rates -- 


~ £iut hss atk a doa it NO beTS 


a. 
4% ches ed neo Jdomugee patos ot ine ad ae 
| adt ‘ho #465 omos’ af id fon sae soca at ppb or 
aid us .yawkhen eect opekned ReMORN Eb thee mnie sd 2: 
i) YS wedowe ieteneh © at payer Aad “ef paoteoabaud a 


: Levet of¢ di Vito patoqerB as vd diode saygeerw ubtoagne © 


€ 


/ .vorvides wronkavd to ; 
: tart adhd oudti« edd ee aoe8o 410° tRT SAR A Aye or 
i: fy! OFOL anid Fs beriesoe 
soupon satet ete sana’ elt ne Ciao $00K oh ai 


r ad al Bluot ,84n0 Giqsievto asvior Sad ab Guns, okt 


a 
ey 


4 
. sdlin ude seq tegen Oe tro woled oieti a Yvek oP eidesiiarsg 
\4e% Ae Settee otto fis af F265 & sfqmess “uo at ten? 
af woLtaubet Lotttow f blyow etel? (oe8 nee oW Oe. 
- 
4“oyoueH ewactuoal we walt Yentnt atitete paitaiage 


neatee of FPloaut to esse eotee GHP bent veewwecen dome as 


ee | = eee 7 Paitly OO. 5. ‘ 4 7, ——" ra pi Cee a 
Bae 4s bey te tye: eek ie } Mi -t ‘thay ‘ 2 Mi » i Fake mor? He 


ton cay’ # ss racy ees tt HOW Hor? ednaoo es oly aa 
eo» 
bfpos yads aoigouboic satoh « Td efe5 ote AE est toxky 
. oth ) 
we ei 79h Wat? 480e500 yeast af Bi or BBN cant sf woLeow OR 
oad fi uvtweated to dese otteberaweat Sbaee x 
As : : : i 
round Hoy ifs ab ten sae 
“1 
z Bi y¥ eit 
2) at 
. a aS 
hogs eneh af bbvorfs fecuges poyepnvow enw 4p y 
fedtay ovtt tFeqinod - 
: ¢ tsi a z* oe te ry : ins ores : 
Pe rss tS Tig bi . tor pee “ MOD Mit S Sif Bat ,rHe7e wie 2 
! 
oat — en ie ee coe J rs mS Pen ee ; oy =" 
At ote ,ofdigeel ot Jaghe encttibeod oe dety gute gE ~ 
Pea es ay i | ee, ie watt De avs Sad « cil " as c . alee ¢ 
~ MAS tobhay hee Getto eer PD Mis t8be) aT} (3; to et and Moidw : 
- . pbdey ’ ~ 


- Qabtoqnis sit Go gatas alt cypstiy conan Sin sina ‘hel 
=~ 


SYETASS BH dorus66 off on ori ebe Et Foe ses: molt 
i Af A 7, 


Seder sii ct gn 
* 


- 14837 - Mr. Brown 


THE CHAIRMAN: Q. That is the case in British 
Columbia? 

A. That would be true. Where the competing carrier 
is operated under regulated rates then the Board of 
Transport Commissioners would take cognizance of such 
fact and not permit the railways to offer rates below 
cost, in our illustration 28 cents per car mile. This 
assumes that the Board has been savisfied that the rate 
set for the competing carrier is not below its cost. 
Where the competing carrier is unregulated -- 

Q. Suppose it is below its cost; would the Board 
allow the railway to compete nevertheless? 

Ae I would say yes. 

Q. Run at a loss? 

A. If the railway so desired. 

Q. Somebody else must make up for it. All right, 
go on. 

A. Where the competing carrier is unregulated, 
or operating at rates below cost, the Board would permit 
the railways freedom to adjust their rates in this 
section downward as far as they wish to go, provided the 
railways are prepared to absorb any loss incurred through 
such rates -- 

Q. Provided the railways what? 

A. Are prepared to absorb any loss; the railways 


absorb the loss. 
de I know, but they absorb it into what? 
A. The shareholders, shall we say, absorb the 1oss.. 
COMMISSIONER ANGUS: Q. You merely mean you 
do not raise other rates to compensate? 
A. That is right. 
MR. BRAZIER: Q. You said provided the railways 


were not permitted -- 


anf 


Te “on 


e. oF 


cm scalica i saa" sal 
oes 


tet seal pest TEBE sities am 


\ *, ¥ - “ ae rs 
eye ‘E Patan Ant . | ae 
Hove ‘to ‘onacstiigss Salad’ bobow. vit or 
a Ale. im ‘ t We eend 
woléd eedos ret? od Vict en ant: Siig ho fn 
a of Pe Bae yeas i ~ J Be th 
sidt oltm tao te ie rie 29 wit ant “tile a2 
aed * ‘ ‘ . 1 » im i “4 ie ou! " 
| eden st dalt botretesernosd Bed Hiade ant hilt | Shotw wae" 
bs] 
: ORO gS RAE WE 
| tebe edt woled Jon Ur tedektd: yeni oqmo* ats: ‘gontob> 
. ahs ae er 
| “r ‘bed eluge nti Morrie: 30 Bt a % ects 
Part x) *i > uae) ates ‘ agit : 
soa. sad hicte “yaeo0 ett! Weboa cae Aa’ ea: paggat Ore bey 
oi ar r a ooh neeoet mera fi i. : ‘ tay 0 om 
ph stoayaaveiy steqmds oF sania Sot neat 
i; uy) yee bivow Poh gad) on 
i 
a 
; Be rs (i a She . » See 
feeol & te ave ip: Jae grt 
We | ey heh ele - “ xi. 
ws . retlesh og x {tas ort “LI + ybss* ay * 
a ¢ 4 
nih bes Me mh Fy $e vo ae - f } . Nr 
we LA - nak ox a Pi Me 1 Me iee! Sherer ee 4 as 3 ai 
aerr o£ th tot Ge ols teu oelo-yhbolande. .o Toes” oe 
J . , 
; ee 
F ge rs ‘ a 
at om Vi 
4 . nl o F eo. 7 
ss t : i a of be a i Perey seg, see) ; ee, i as aes Ps ists = 7 18% j 
f p : : 4 c 2 Z ity . Rak wb sa re $ / byt ! ; 
, - . fe eq 
ite Dis occa odd Fug. wet i Beter te arenes 2:5 
* Fe. Ve Stn 8 : ere oe - 
aL? nt sotet' ot: ‘Jeu ha “od Sacbéad®: ‘avert ele oa 
wat Fee ‘ of ee tie ee ee ae hse a ae es : 7 
mw? bes va Oh Bae o & {2 tcl as bebwiWobingt toon’ . 
é e 
So ey ‘ ; : 
Re me |e SI bps? eg coe pe Ea as aS 3 ’ 
Revogs betriyoal gecl vk cicad zs de bayadeat ems aytwited ; Tees 
. 
44 
«<'g97 8% dour ; 
ia ! iho sci Py a ; : . F ne) ey 
. edesiw itor ‘sid beBiveng B ay tee” 
. . * ; ; 
TA gf rh a rs pris. ba 7 x PE NY oa A i iy ; 
Gveviint wi), :dacdl yak duceds. ‘ox betkg jer. Osh ne? i> Spire 
© 
sept tags risa, 4 
5 ! it . . r a Riv Sale Sone . 
i thedw ofol ot daosds yalt tod: Wemebeh sh: ager 
Secl ode creeds: stne ilsae 
eee ee ay a 
uy gen “iwiem goY 1.8  £6t WANE ie a 
fad sutisemon ’ ta 
bee 


i pantie ly phe ray 


- 14838 - Mr. Brown 


A. Yo pass such loss along to other shippers. 

Q. It would then become a question of the business 
judgment of the railway as to whether or not they wished to 
meet the competition? 

A. That is right, 

Qe And they would have to meet the competition out 
of their own profits. 

THE CHAIRMAN: How could you follow that up when 
an increase in rates is asked for? You see the railways 
so far have always told us they do not go into that sort 
of competition, that their competitive rates are bound 
by certain principles. One of them is that they must 
bring back out of pocket expenses and something in 
addition. 

MR. BRAZIER: In my final argument I will advance 
the proposition that if the railways are not giving such 
rates at the present time then this is no problem, They 
do not need to worry about it.. 

THE CHAIRMAN: Your witness says he would agree 
to give them that right to go on and carry certain traffic 
at a loss. 

MR. BRAZIER: If in their business judgment they 
wish to accept it. 

THE CHAIRMAN: How could you make sure that 
other shippers are not paying for it in the long run? 

MR. BRAZIER: That would require some kind of 
accounting control over such rates. 

THE CHAIRMAN: All right, g° on. We have 
your idea. 

THE WITNESS: In the case of market competi- 


tion there seems no very good reason justifying a de- 


parture from compensatory rates. In the case of com- 


petition from foreign sources ~~ 
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THE CHAIRMAN:Q. Pardon me a moment -- in the 
case of market competition? 

he In the case of market competition. 

Q. As between railways or as between shippers? 

he As between shippers in the sense -- 

Q. Between localities? 

As Localities, that is correct. 

COMMISSIONER ANGUS: Q. That is to say, you 
put the less favoured region out of action quite ruthlessly? 

A. That is the ultimate proposition, that you make 
the most economic use of your resources in the country, 
put I thinkit was suggested in Victoria that many of 
these areas and producers now have a vested interest in 
certain rate relationships. 

Qe I wanted to ask you a question about that vested 
interest. There is the question of the producer of 
potatoes who has no alternative crop, and who is helped 
by a rate that enables him to compete in a relatively 
distant market. Would you apply your principle ruth- 
lessly or would you make an exception in the sense of giving 
him a lower rate and not making the railways take away 
that rate? 

A. I think, Dr. Angus, it seems that the economic 
develonvment of the country could probably be better left 
to, shall we say, the government of Canada. 

THE CHAIRMAN: Q. We are asked to advise the 


government of Canada. I think you should answer Dr. 


Angus' question. 
Ay The question is whether -- 


Q. The question comes pefore us specifically accord- 


ing to regions. We want to see how far your theory would 


lead? : 
I think the answer boils down to this -- 
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Q. Keep in mind the potato shipper. 

Ne You can either rectify or maintain employment 
in that area, shall we say, by some adjustment of the rates. 
If there is any downward adjustment of the rates obviously 
the railways must recover that somewhere in that instance, 
and it means the rates will have to be raised somewhere 
else. 

ae You have to depart there from your cost principle? 

A. If you are going to use the railways to do that, 
but it seems to me the other alternative is to let rates 
fall where they will more or less, and the government 
of Canada in its judgment may consider that producing 
area should be kept alive and make some direct -- 

Q. Kept alive how? We are dealing with trans- 
portation. 

Ae By a subsidy, shall we say, a production subsidy 
or something of that nature. 

Q. And in so far as transportation is concerned 
nothing should be done? 

As No, you try to keep the transportation aspect 
oat Of ibs 

MR. BRAZIER: Q. What do you say about com- 

petition from foreign sources? 

Ae In the case of competition from foreign 
sources any attempt by the transportation agencies to 
alter the existing trading conditions might produce 
results contrary to that which the government of Canada 
is trying to achieve through its international trade 
policies. If the government of Canada is trying to 
set up a certain trading pattern internationally the effect 
of changing the cost” of transportation internally might 


well run counter to what the government of Canada is 


trying to do. 
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THE CHAIRMAN: Q. What would you do in that 
case? 

a I suggest if a producing area in Canada is being 
seriously affected by imports from abroad then it would 
be up to the government of Canada to do what they thought 
was right, either by tariff, subsidy or something of 
that nature. 

Q- You say "tariff". You mean customs tariff? 

A. Yee, 

Q. A customs tariff is just as prohibitive as a 
higher freight rate, is it not? It has the same pur- 
pose, to keep foreign goods out? 

A. What I am suggesting is if you leave it to 
the transportation agency to apportion the economic 
activities within the country by adjustment of rates they 
may actually be at cross purposes with what the people of 
Canada or the government of Canada are trying to achieve. 

Qe Then you would say that these rates should remain 
as they are on this cost of service basis for outsiders 
as well as as 

A By and large, recognizing as I have already 
said, the present vested interests that you have. You 
cannot ignore them. You have to admit they are there 
and that they have to be protected for the time being. 

MR. BRAZIER: Q. I think you said before it 
would take many years to bring the principle into full 
force? 

A. Yes, I think it would take considerable time 
for a complete change-over. 

THE CHAIRMAN: Can you teli us whether that 
principle is being applied anywhere now? 
MR. BRAZIER: I do not think it is, but there 
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that you had asked once before whether or not it had ever 
been considered, Of course you will remember that we 
quoted Professor Healey. Having concluded my principal 
examination in chief I should like to refer the Commission 
to a study conducted in the United States. There is a 
letter reporting it to the viteubrdedaente and speaker of 
the House of Representatives. It is known as Senate 
Document No. 84, Comparison of Rail, Motor and Water 
Carrier Costs, 

THE CHAIRMAN: What year is that? 

MR. BRAZIER: It is dated 1944. I think the 
study was conducted over a number of years and the final 
report was submitted in 1944, 

THE CHAIRMAN: It deals with what generally? 

MR. BRAZIER: It is a comparison of rail, 
motor and water carrier costs. In referring the 
Commission to this. it is not with any idea that the 
cost figures which were developed in the study, and 
which applied to certain districts of the United States, 
would apply in Canada. I do not think we could say, 
by any stretch of the imagination, that the results of 
their study would apply in the same way in Canada, but 
I did want to draw the attention of the Commission 
particularly to a sentence on page 11 of the report which 
reads: 

| "Rach type of transportation can be permitted 
and encouraged to develop according to its 
inherent advantages, and the public may be 
assured of obtaining the penefits of the most 
economical form of transportation only through 
the adoption of rate making policies requiring 


that rates shall conform more closely to costs." 
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- 14843 - Mr. Brown 
They were attempting to find out when it was 
more economical, from the national point of view, to 
ship by truck, water carrier or rail, and that is the 
statement out of that study to which I wish to call the 


Commission's attention. 


THE CHAIRMAN: We will adjourn until to-morrow 


morning. 


(The Commission adjourned at 4.45 p.m. to 
meet tomorrow, Friday, February 10, 1950, 
at 10.30 a.m.) 
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